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PREFACE 


The All-India Rural Credit Survey, 1951-2, was conducted 
under the direction of a Committee which was appointed in 
August, 1951, by Shri B. Rama Ran, Governor of the Reserve 
Bank of India. The Committee, which consisted of Shri A. 
D. Gorwala (Chairman), Prof. D. R. Gadgil, Shri B. Venka- 
tappiah and Dr N. S. R. Sastry (Member-Secretary), prepared 
a series of Reports of which The General Report has now been 
for about a year before the public. Some of the more import- 
ant of the many recommendations maUe in this Report have 
gained added significance by reason of their substantial accept- 
ance, as basis of future policy in the sphere of rural credit, by 
the Governments, Central and State, by the Reserve Bank itself 
and by various all-India bodies representative of ofiicial and 
non-ofiScial co-operative opinion. There has been a demand for 
a shorter version of the Report, not so short however as to 
obscure the argument or be a bare summary of facts and recom- 
mendations. This abridged edition is intended to meet . that 
demand. It has been prepared, not by the Committee or under 
its guidance, but as a departmental publication of the Reserve 
Bank. While every attempt has been made to ensure adherence 
to the sense, and wherever possible even the words, of the original, 
the text of the fuller Report of the Committee remains the 
authoritative one in the event of conflict of meaning between 
it and the abridged version. It should also be mentioned that, 
in the process of curtailment, some of the chapters of The General 
Report have been combined under new titles. The chapter and 
paragraph numbers of the present book are therefore not the 
same as those of the full Report. 

B. VENKATAPPTAH 

Deputy Governor 

1 December 1955 
Reserve Bank of India 
Central OfiBce 
Bombay 
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INTRODUCTION 

The Report of the Committee of Direction of the AU-India 
Rural Credit Survey is presented in three volumes which in 
themselves may be regarded as separate, but complementary, 
reports. The first is The Survey Report; the second, The General 
Report; and the third. The Technical Report. This is the abridged 
edition of Volume II or The General Report which contains the 
Committee’s recommendations and an analysis of the data on 
which they are based. 

Previous Committees of Enquiry 

2. It is only natural that it should be felt from time to time that 
all is not well with rural credit in India, and that this feeling should 
reflect itself in the appointment of committees of enquiry. From 
that point of view, the background of the present enquiry, as of 
several previous ones, may be said to extend to more than half 
a century; and the first enquiry that comes to mind is that of 
Sir Frederick Nicholson whose famous Report of 1895 led to the 
creation of co-operative credit societies in different parts of India, 
as a policy and programme of the Government, and subsequently 
to the wider establishment of the co-operative movement in India. 
Apart from the more chronic features of the problem of rural 
credit which tend to assume a familiarity that no longer disturbs, 
changes in aspect at times occur which demand fresh attention 
from the authorities. This often happens after some years of un- 
usually low or unusually high prices. It is then thought that the 
conditions in which rural credit operates may have so changed 
since they were last examined that perhaps another assessment 
of the situation has become due. It is on the whole infrequent to 
recognize need of enquiry in anticipation of a change in the con- 
ditions. Somewhat as an exception to this, however, in August 
,1943 the Reserve Bank of India wrote to all the State Governments 
suggesting the desirability of “having sample enquiries conducted 
rapidly in typical areas with a view to finding out the extent of 
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indebtedness on the eve of the war; how it has been affected by 
subsequent developments; how agriculturists and moneylenders 
have reacted to them; what are the tendencies at work for and 
against the utilization of incomes for the liquidation of old debts> 
etc, . • , ” 

The need for State Governments to conduct surveys of rural 
indebtedness on the lines suggested by the Reserve Bank was later, 
in February 1944, reiterated to each of them by the Government 
of India. Some of the States took action. We have benefited by 
the reports of their committees. Among all-India committees whose 
reports are of special relevance to the subject of our enquiry are 
the Agricultural Finance Sub-Committee (1945) and the Co-operative 
Planning Committee (1946). To the more important of their 
recommendations we advert in some of the chapters which follow. 
Mention has also to be made of the Rural Banking Enquiry 
Committee which, in 1949, was appointed by the Government of 
India at the instance of the Reserve Bank. We shall have more 
than one occasion to consider that Committee’s recommendations. 
Meanwhile, it will suflice to note that the Committee envisaged 
much larger accommodation from the Reserve Bank to the co- 
operatives. Along with the larger accommodation, they in eflfect 
added, the co-operatives might take a little more advice from the 
Reserve Bank. 


Terms of Reference 

3. In February 1951 the Reserve Bank convened an Informal 
Conference of certain co-operators, economists and others, includ- 
ing the Registrars of some of the States, for the purpose of their 
helping it to define concretely to itself the policy changes, procedural 
reforms and other steps necessary for enlarging the volume of 
agricultural finance that passed from the Bank to the cultivator 
through the co-operative credit system. The Conference made 
several recommendations to which we shall refer at the appropriate 
places. All the short-range or procedural recommendations were 
duly carried out by the Reserve Bank. But of special interest here 
is what the Conference said about long-range policies. It pointed 
out how the formulation of such policies had been handicapped 
on account of the sparseness of factual information on the credit 
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needs and borrowing practices of rural families and on the working 
of credit agencies in different parts of the country. The Conference, 
therefore, went on to recommend that the Reserve Bank should 
undertake a rural credit survey which should include aU strata 
of the rural population and cover problems of capital formation 
in the rural areas as well as the credit requirements of both 
economic and indigent farmers. It suggested that a small expert 
committee might be appointed to design and advise on the details 
of the Survey. The recommendation was accepted by the Central 
Board of the Reserve Bank; and this Committee was appointed 
by Shri B. Rama Rau, the Governor of the Reserve Bank of India, 
in August 1951 for the purpose not merely of designing a survey 
in the requisite detail, but also of organizing and conducting it 
on an all-India basis. Oin: terms of reference were broad and 
simple : “ (a) to direct the planning, organization and supervision 
of the Survey, (b) to interpret its results, and (c) to make 
recommendations 

Scope and Nature of Survey 

4. It is necessary to refer here to the clarification subsequently 
made by the Governor of the Reserve Bank regarding the scope 
and nature of the enquiry as viewed against the background 
of the policies and programmes which the Reserve Bank had 
meanwhile commenced pursuing in the sphere of agricultural 
credit. The following extract is taken from a communication 
of the Governor to the Government of India, a copy of which 
was made available to us: 

“The issues [with which the Committee is concerned] and, 
therefore, the data on which they must be decided are economic 
and administrative and not just statistical; and they have 
arisen . . . directly out of the recent efforts to reorient the 
policies and activities of the Reserve Bank in the sphere of 
rural credit in response to reiterated demands in Parliament and 
elsewhere that a more constructive role should be adopted by 
the Reserve Bank in this context. The programme accordingly 
drawn up [by the Reserve Bank] is threefold. Firstly, there are; 
certain steps which can be taken forthwith, that is to say, 
without having to await either long-term policy or far-reaching 
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organizational development . . . Secondly, there are other 
important measures which, while not needing to await long-term 
policy, are at the same time dependent on organizational develop- 
ment and reform, such as the setting up of apex banks where 
they do not exist, strengthening of the intermediate and primary 
credit structure of the co-operative movement in particular 
States and arrangements for the training of the personnel of 
both co-operative departments and co-operative banks. . . . 
Thirdly, there is the question of the long-term policies of the 
Reserve Bank in the sphere of rural credit. This is integrally 
connected with the series of steps I have already mentioned, 
and the Committee of Direction is concerned with the collection 
of only such data as wiE enable it to recommend practicable 
policies for the future. I have conceived it as a veiy small 
committee so constituted as to provide for both administrative 
and expert guidance, with provision for the requisite Uaison 
with the machinery of the Reserve Bank including its Research 
Department as well as with the Standing Advisory Committee 
which includes the members of the Committee of Direction. 
The terms of reference of the Committee are accordingly much 
wider than would be appropriate in connexion with a merely 
statistical investigation.” 

It was in the light of considerations such as these that the 
Committee drew up its General Questionnaire on Agricultural 
Credit and its schedules and special questionnaires on the ‘demand’ 
and ‘supply’ sides of credit; selected the regions, villages, etc., 
to be surveyed; organized and trained the supervisory, inspecting 
and investigating staff and made the other arrangements necessary 
for the conduct of the Survey. The main features of the design 
and organization of the Survey and of the steps taken at various 
stages of its execution are mentioned in The Survey Report. 


The Cultivator; Terms of Classification 

5. The point may here be emphasized that, for an understanding 
of rural credit as it operates in India, it will be misleading to 
group together all those who own or cultivate a piece of land— 
whether this be big or not so big, and whether it be medium or 
small — and put all of them together as the ‘ cultivator ’. Avoiding 
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the more complex types of division and classification, valid enou^ 
in their own context, but difficult to utilize in an India-wide 
enquiry, we arranged to list the cultivators of each of the ‘ selected ’ 
villages, at the time it was surveyed, in the descending order of the 
area of the land they cultivated. Each list was then made into ten 
equal divisions of the number of cultivators. This division is of 
vital importance for an understanding of what follows in the 
Report. It is particularly so when problems are stated or s<dutions 
suggested. For, both actual problem and proffered solution must 
be considered in relation to the widely separated points which 
the cultivator occupies in the economic scale, as judged, in this 
instance, by the size of the holding cultivated. Accordingly, we 
propose to adopt a few simple terms of classification and then 
use these terms with the same connotation throughout this Report. 
The cultivator at the very top, he who covers the first tenth in the 
list, we will call the ‘ big cultivator We will then put him together 
with the next two ‘ deciles ’ — ^the statistical term for the divisions — 
take the average of this group of the top three deciles, and call the 
person whom the average may be supposed broaffiy to represent 
the ‘ large cultivator We wiU put the next four deciles together. 
These will then form the largest single one among the groups. 
Further, the group so formed will occupy the middle of the scale, 
since it leaves out 30 per cent above and 30 per cent below. We will 
call this group, with reference to its average, the * medium cultivator ’. 
In many ways, the cultivator whom this group represents has 
special claims on our attention. He is at the very centre of rural 
production. He numbers two-fifths of all the cultivators. He is in 
charge of nearly one-third of the total cultivation. He is not so big 
as to present only the lesser aspects of the problem, nor so small 
as to grade off into the supplementary capacities of artisan, cartman 
or labourer. For, the smaller the cultivator, the greater the need 
for him to seek, in addition to cultivation, one or more of the 
other occupations which the village may be able to offer him. In 
the last three divisions, grouped together and averaged, we reach 
what we caU the ‘small cultivator’, who in order to supplement 
the meagre income from his farm has perforce to pursue one or 
more subsidiary callings ; often, he combines in himself the capacities 
of both cultivator and agricultural labomrer. It is our intention, 
throughout this Report, wherever the data are in a form to enable 
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VS to do SO, to pay special heed to those aspects of the problem 
which are of importance from the point of view of the medium 
cultivator. That does not mean that we shall not take the small 
cultivator into account, either along with or, as appropriate, 
separately from the medium cultivator. Nor does it mean that 
we shall lose sight of those who are ‘ big ’ or ‘ large ’. They are ‘ big ’ 
or ‘large’ in a very relative sense, a sense internal to the Indian 
village. For, in contrast with the greater possessions and stronger 
forces outside, the Indian cultivator as a whole is neither big 
nor large nor powerful. 

Use of the Term ‘Solution’ 

6. There are one or two other matters which it may be as well 
to clarify before we conclude this chapter. Our use of the word 
‘solution’, in connexion for example with the scheme which is 
formulated in this volume, implies no claim except to the brevity 
and convenient of the use itself. But, as pertinent to the same 
context, one or two observations may be added. We have, in the 
course of our enquiry, found rural credit to be an extraordinary 
complex of needs, purposes, fulfilments and frustrations. It is 
surrounded and interpenetrated by many forces. These are economic, 
sociological, institutional and so on; and while some of them are 
obvious, many of them are usually almost unsuspected. If all these 
complicated factors may together be labelled the ‘problem’ of 
rural credit, it seems equally permissible, while trying to find a 
way through them, to think in terms of seeking a ‘solution’. But, 
in another sense, no one scheme and no one series of recommen- 
dations can solve rural credit, any more than they can solve the 
social inequalities which exist in India, and any more than they 
can bring about, quickly, readily and effortlessly, that egalitoian 
distribution of opportunity or that effective correction of miequal 
distribution of resources which are laid down as objectives of 
State policy by the Constitution of India. The particular solution 
we offer may be found by some too radical ; by others, perhaps, 
not radical and revolutionary enough. To the latter we would 
point out two considerations we have thought fit to keep in toind. 
First, we postulate as obvious that the aim should be attainable 
and the proposals practicable from the point of view of present 
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and potential resources in men and money. Second, in regard to 
what we consider a much-needed change in individual, social, and 
institutional attitudes towards rural needs and demands and the 
rural problem generally, of which credit is only one of the more 
obtrusive aspects, we make the fundamental assumption that such 
a change is to be effected by positive but constructive action wit h i n 
the framework of the law and the Constitution; that it is not 
something to be brought about by organized subversiveness of 
parties or dictatorial arbitrariness of Governments. To those who 
may think our proposals go too far, we would aflarm our belief 
that no part of our solution is so radical as to lose sight of the 
ability of the State to xmdertake it; and we would add that 
anything less radical would not be a solution. We would also 
emphasize that our principal recommendations are vitally related 
to one another and together form a unit of policy and action from 
which no main component may be removed without imperilling 
the whole. If one or more recommendations are taken out of the 
total context, accepted and implemented, results may follow ; but 
the results are not likely to add up to the minimum of achievement 
needed, nor will the scheme be the Integrated Scheme of Rural 
Credit. 


Urgency of Action 

7. If these recommendations are accepted, there is one point 
in regard to action on them to which we would invite special 
attention. In the past, many of the measmes of rural credit under- 
taken by Government have been in the nature of remedial action 
to rectify damage which had already been done. Most of the steps 
taken in connexion with debt relief, for example, fall m this 
category. The pressing need today is to initiate measures which 
if possible will prevent damage. For that, the moment may be said 
to be favourable ; but there is no time to lose. The Survey indicates 
that an upward swing in indebtedness has perhaps just begun 
after a decade or more during which a process of liquidation 
of past debt has been made possible by relatively good prices. 
It is, therefore, of the utmost importance that no delay should 
occur in unplementmg these proposals for the widening and 
strengthening of rural credit 
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INDIA, RURAL INDIA AND THE 
CULTIVATOR: STATISTICAL 
GLIMPSES 

Two recent documents of importance on India are the Census 
of 1951 and the Five Year Plan for 1951-6. Both are authori- 
tative official guides, one to the ascertained statistical present, 
the other to the planned economic future, of the country. The 
Census is concerned, among other things, with what it describes 
as the ‘pattern of living’ and the ‘pattern of livelihood’. The Plan 
is in effect concerned with the pattern of increased means of 
livelihood and of better standards of living : standards, that is 
to say, which are not only higher as a whole, but also fairer in 
their distribution between different classes. What place, in the 
patterns of living, livelihood, and increased means of livelihood, 
for India as a whole, does Rural India occupy ? What is the place 
of the cultivator in Rural India ? 

Rural and Urban Population 

2. There are (or, more accurately, were at the time the Census 
was taken) 35 *7 crores of people in India. Of these, 29 ‘5 crores, 
or nearly 83 per cent, live in the rural area. The remaining 6' 2 
crores or nearly 17 per cent, live in cities and towns. The rural 
population of India is thus very nearly five times the lurban popu- 
lation. Or, to put it differently, nearly five out of every six Indians 
live in the rural area. 

Of the 35-7 crores making up the total population, 10 ‘44 crores, 
or about 29 per cent, are what the Census describes as ‘self- 
supporting’ persons. All the rest are in one degree or another 
dependent on the self-supporting persons; some of them are 
earning dependents, while the others are non-earning dependents. 

Of the 10 '44 crores of self-supporting persons in India, as many 
as 8 • 57 crores, or 82 per cent, live in the rural area. In other words, 
even if we consider, not all Indians, but only those of them who are 
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self-supporting persons, here again nearly five out of six live in rural 
India. Of the 3 ‘79 crores of earning dependents, 3 'SI crores, or 
93 per cent, and, of the 21-43 crores of non-earning dependents, 
17-39 crores, or 81 per cent, also live in the rural area. 

If we take the rural population by itself, we find that 29 per 
cent is self-supporting; 59 per cent consists of non-earning 
dependents and the remaining 12 per cent of earning dependents. 
Self-supporting agriculturists in the rural area number 6-87 crores 
and constitute about 80 per cent of the total number of self- 
supporting persons in the rural area. In other words, if we take 
rural India by itself, four out of every five self-supporting persons 
who live in it are agriculturists. 

But then, agriculturists — ^i.e., those who in one capacity or 
another {rentier, cultivator, labourer, etc.) derive their principal 
income from agriculture — ^are not by any means confined to the 
rural area. In fact, the Census shows that about 12 per cent of the 
total number of self-supporting persons who live in the urban 
areas are agriculturists in this sense. In other words, one out of 
every eight self-supporting persons in the urban areas (in addition 
to four out of five in the rural area) is an agriculturist. In that 
capacity, he is illustrative of many urban classes which have 
intimate economic ties with the nual area. 

The total agricultural population of India — i.e., self-supporting 
persons and dependents (whether rural or urban) who derive 
their income wholly or mainly from the cultivation of land — ^is 
70 per cent of the total population. In other words, seven out of 
every ten persons in India are dependent on agriculture as their 
principal means of livelihood. It may also be noted that out of the 
total net national product of India in 1950-1 amounting to Rs 9,550 
crores, about half (Rs 4,780 crores) is contributed by agriculture, 
animal husbandry and ancillary activities. 

Rural Development and the Plan 

3. We shall later have occasion to refer to how agricultural 
production is planned to be increased during 1951-6 since that 
has an important bearing on the problem of credit. Here we are 
concerned With the place in the Rive Year Plan of rural economic 
development generally and agricultural development in particular. 
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The total outlay proposed on the Plan was Rs 2,069 crores. About 
a sixth (17 per cent) of the outlay is on agricultural programmes. 
Rural Extension Service and Community Projects, while the three 
heads under which irrigation or power (or both) figure account for 
appreciably more than a fourth (27 per cent) of the total, though 
not all power generation of course would be of direct relevance 
to the rural areas. The Community Development Programme, 
together with the National Extension Service, is of recent but 
very great significance. 

On the irrigation projects, the Census Commissioner signifi- 
•cantly comments that “it is scarcely credible but nevertheless 
true that the First Five Year Plan includes major irrigation projects 
which are calcidated to bring more area under new irrigation 
than the entire area brought under new irrigation by all major 
irrigation projects which were constructed during a century of 
British rule.” 

Agricultural Output and National Income 

4. According to the Plan, the pattern of the net national output 
is likely to alter as follows between 1948-9 and 1955-6 : 

1948-9 1955-6 

Percentage Percentage 

to total to total 


Agriculture 46-6 47*7 

Forestry and fishery 0-9 0*9 

Mining, manufacturing and hand-trades . . 17-2 18-1 

•Commerce, transport, communications 

and other services 35'3 33'3 


Total .. 100-0 100-0 


(Source : The First Five Year Plan, p. 102.) 

The Plan itself adds ; “It will be seen that the largest addition 
to national output is expected to come from the agricultural sector 
though, in terms of percentage increases, the greatest improve- 
ment is likely to be shown in industries organized on a factory 
basis.” Apart from this, it will be noticed that at the end of the 
First Plan, on the estimates given above, agriculture will continue 
to make far and away the largest single contribution to the national 
output. It will retain the position of being nearly equal to all the 
others put together. 
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Increases in Agricultural Production 

5. What does this expected addition to the national output, 
through the planned increase in agricultural production, mean 
in concrete terms ? According to the Plan it means mainly ; 

1. An additional 7’6 miUion tons of foodgrains (14 per cent 
increase) ; 

2. An additional 0’7 million (gur) tons of sugar-cane (12 per 
cent increase) ; 

3. An additional 0’4 million tons of oilseeds (8 per cent 
increase) ; 

4. An additional 20*9 lakh bales of jute (63 per cent in- 
crease) ; and 

5. An additional 12 '6 lakh bales of cotton (42 per cent 
increase). 

It also implies that the acreages under different crops will 
increase. At the end of the present Plan, the total cropped area 
will have increased by 100 lakh (or 10 million) acres. Only a small 
part of the increased foodgrains wiU, however, be from reclaimed 
land. Mainly, there is to be a programme of more intensive 
cultivation through irrigation (both major and minor), better seed, 
larger supply of fertilizers, etc. 

Food Production, Nutrition and Population 

6. A balanced diet requires much else besides cereals. But a 
minimum of cereals alone, in a minimum balanced diet, according 
to the Nutrition Advisory Committee, would have to be 14 oz. 
per adult per day. If the per capita (arithmetical) availability of 
food is to be raised to 14 oz. per day, the deficit which will face 
us in 1956 would be about 7‘8 miUion tons of cereals. This is after 
making allowance for an increase in the population, but assuming 
that production remains at the 1950 level; we have seen, however, 
that the production of foodgrains (including gram and pulses) 
is estimated to increase by 7‘6 million tons at the end of 1955-6. 
So far this may not seem too bad. But much worse is to follow. 
On the estimates of further increases in population m ade by the 
Census Commissioner, mere maintenance of current levels of 
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consumption will require a stepping up of agricultural * productivity " 
from 70 million tons in 1951 to 85 million tons in 196L This 
represents an increase of 21 per cent over the 1951 level The 
dynamic programme of agricultural production that will be needed 
to achieve such an increase will not be possible without an equally 
dynamic programme of agricultural credit 

People, Land and Produce 

7. In considering rural India and the place in it of the cultivator, 
we have to keep in mind three main aspects : the people, the land 
and the produce. 

People 

In a total rural population of 29*50 crores, the number of self- 
supporting persons, as we have seen, is 8*57 crores. We have 
also noted that as many as 6*87 crores — or broadly four out of 
every five self-supporting persons in the rural area — derive their 
principal income from agriculture. Included in this number are 
1*43 crores of ‘cultivating labourers’. This makes slightly more 
than one self-supporting agricultural labourer in every five self 
supporting agriculturists in the rural area: ^rentiers" etc,y are 
relatively so /ew, that the remaining four, or slightly less, are for all 
intents and purposes "" cultivators\ including in that term both owner-^ 
cultivators and tenant-cultivators. 

That leaves 1*70 crores, or nearly a fifth of the self-supporting 
element of the rural population, whose principal means of liveli- 
hood lie elsewhere than in agriculture, though for many of them, 
of course, agriculture remains an important subsidiary source 
of income. What is the pattern of livelihood of the rural non- 
agriculturists? Broadly the position is that out of every ten rural 
non-agriculturists, four are engaged in ^ primary^ industries, including, 
besides various cottage and small-scale industries,^ others such as 
processing and dairying which are dependent on agriculture; three 
are engaged in miscellaneous services and public administration 
{the latter accounting for much fewer than the former); while the other 
three are equally divided between village trade on the one hand and a 
number of different occupations such as house-building, mining, quarry-* 
ing and carting on the other. 
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Land and People 

The Census gives a great deal of interesting information on this 
subject, but it will suffice to mention here that the picture of the 
land and the people which the Census reveals is one of increasing 
pressure on the land by the people of India as a whole, whether they 
are consumers of what the land produces or are themselves producers 
on the land. For the latter, this, in turn, has implied an increasing 
inability to earn their normal livelihood from the land. That is a 
consideration which brings us to the cultivated land in relation 
to the cultivator. 

Land and Cultivator 

Some of the Survey data (all-India averages) pertaining to the 
size of cultivation of diiferent classes of cultivators may be 
mentioned, subject to the caution that the variations from these 
for different States are considerable. The large cultivator cultivates 
58 per cent of the total sown area. (Within this group, the 
corresponding figure for the big cultivator is 30 per cent.) The 
medium cultivator, numerically two-fifths of the cultivators, has 
less than a third of the sown area under him. There is an even 
steeper descent when we come to the small cultivator. Though 
he constitutes 30 per cent of the total number of cultivators, his 
sown area is just a little more than a tenth of the total area sown 
by all cultivators. In terms of the average area sown, the small 
cultivator has about three acres ; the medium cultivator has slightly 
more than twice, and the large cultivator more than five times, 
that area. The area sown by the big cultivator is nearly nine times 
the area sown by the small cultivator. 

Disposal of Produce 

About 75 per cent of the total sown area is under cereals and 
pulses, that is to say, under ‘food-crops ’ as defined for the purposes 
of the Survey. Among the many cash-crops grown on the remain- 
ing 25 per cent of the sown area, oilseeds occupy the largest single 
place; about 38 per cent of the total area covered by cash-crops 
is under oilseeds. The percentage of area under cash-crops varies 
very considerably from region to region. A significant fact is that, 
though cash-crops are grown on a Httle more than a fourth of the 
total area, their gross value is roughly equal to that of the foodcrops 
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grown on nearly three-fourths of the area. Slightly less than 
one-seventh of the total area under cash-crops is accounted for 
by fodder, an index to the importance of animal husbandry in the 
rural economy. As broad general percentages (derived for all crops 
and aU classes of cultivators all over the country), it may be 
mentioned that about 35 per cent of the total production is sold 
by the cultivator, a large part of it (about 24 per cent of the total) 
to traders and commission agents, 15 per cent disposed of in kind 
as wages or rent, and nearly 8 per cent utilized as seed. 

The distinction between large tracts of the country which are 
‘subsistence’ (broadly, non-surplus food-crop) economies and 
certain other areas which are, in varying degrees, ‘ cash ’ (broadly, 
commercial-crop or surplus food-crop) economies is clearly brought 
out by the Survey. In about one out of every three of the districts 
surveyed, less than 15 per cent of the total produce was sold to 
professional traders and commission agents. This was typical of 
the subsistence areas. On the other hand, in about one out of 
every eight districts, more than 45 per cent was sold to professional 
traders and commission agents. This was typical of the cash-crop 
areas. The average value of the produce sold by a cultivator in 
these areas was nearly six times the corresponding figure for the 
subsistence areas. 

Storage, Marketing and Processing 

The preponderance of sales within the village itself— as dis- 
tinguished from sales at the market town — ^is apparent from the 
Survey. In very nearly two-thirds of the sale transactions entered 
into with traders etc., the commodity was delivered in the village 
itself. Along with this fact must be taken into account certain 
others. There is little available to the cultivator either by way of 
storage or of orderly marketing arrangements designed for his 
benefit. Co-operative marketing societies are few. Out of the 
75 districts surveyed, in only 5 did the produce sold through 
co-operatives exceed 1 per cent of the total sales to all agencies^ 
Moreover, if the cultivator wants credit before or after the harvest, 
the co-operatives are of little or no help to him in most areas. Here 
again it is to the trader or to the moneylender (who is quite often 
also a trader) that he has for the most part to resort. Scarcely less 
important than the marketing of produce is the processing > ' 
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produce for sale : thus, paddy has to be husked and cotton ginned; 
the part whieh co-operatives play in processing is infinitesimal. 

Roads ^ 

Good roads are essential for the proper marketing'Jof produce. 
The absence of any communications classifiable as roads in large 
rural tracts of the country is reflected in the low all-India average 
of O’ 22 mile of road per square mile. This, it has been pointed out, 
is less than the standard (0-30 mile of highway per square mile) 
for a ‘ desert area ’ in the United States, 
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GLIMPSES OF THE OPERATIONAL 
PICTURE: RURAL CREDIT AND 
THE CO-OPERATIVE AGENCY 

In this chapters we propose to illustrate by brief extracts from 
various sources the actual working of different types of cproperative 
societies in different parts of India. The selection does not in the 
least purport to be representative of the levels of co-operative 
development attained in the areas mentioned in some of the 
illustrations. Nor is the object one of conveying by this means 
some indication of the proportion of success, failure or just 
mediocrity with which co-operative societies, as a whole, operate 
in India. The source from which each extract has been taken is 
indicated at the end of it ; where the source is a published document, 
its psCrticulais are specified. Other sources used are : the material 
collected by the officials of the Rural Credit Smrvey dining the 
course of their investigation {R.C.S.), data in the possession of the 
Agricultural Credit Department of the Reserve Bank (A.C.D.), 
and replies to our Questionnaire from either official respondents 
(O.R.) or non-official respondents (N.O.R.). 

Single-purpose Primary Credit Societies 

“A thrift and credit co-operative society in the Hoshiarpur 
District of Punjab, was registered in 1940; it is classed ‘A’. On 
30 June 1951 its membership was 103 and it had a working capital 
of Rs 7,736. Loans advanced during the year amoimted to Rs 3,31 1. 
The society has been working at a profit. Its membership is drawn 
from one tribe, a fact which helps in the maintenance of cordial 
relations between members. Thou^ the holdings of members 
are small, the land is fertile. Most of the members follow 
subsidiary occupations. Recoveries of the society from members 
have been satisfactory ” (R.C.S.). 

* * * 

“A society in a Part A State was registered in 1940. In 1950-1 
it had a membership of 29 and a working capital of Rs 1,049. 
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There are heavy overdues; no attempts have been made to 
recover them. The managing committee sanction loans only to 
their relatives and not to those who really deserve them. The loans 
are not utilized for the purposes for which they are supposed to 
be given ” (R.C.S.). 

* * * 

“ The reason for the very low borrowing capacity of a certain 
society (with unlimited liability) in Bombay is that the value of 
the assets of the society is very small. The village is an imm 
village and the majority of the members are tenant-cultivators. 
This is a major obstacle in the way of the expansion of the 
society, because loans can be advanced either against the security 
of land or against the guarantee of two sureties. Very few members 
own land; most of them have themselves borrowed and cannot 
stand as sureties till they repay their own loans ” (R.C.S.). 

:|c * ♦ . 

“ A grain bank was registered in the Nizamabad District of the 
Hyderabad State in 1943 with a membership of 365 and share 
capital of 1,326 maunds of grain. Loans are made in kind and 
also recovered in kind. Even the salaries of the staff axe paid in 
kind. The bank has recently purchased a plot of land for con- 
structing its godowns. This is a good example of a type of grain 
bank which serves the credit needs of ‘subsistence’ economy areas 
in certain parts of India ” (A.C.D.). 

“The sarpanch of a primary agricultural credit society registered 
in 1923 in a Part A State is a moneylender. . . . The sarpanch 
of another society, also in a Part A State, is an ex-moneylender. 
. . . The secretary of a primary agricultural credit society in a 
Part B State does private moneylending to supplement his 
income ; he has considerable influence on the members and misuses 
his powers; for example, instances have come to light of his 
reluctance to disburse loans (even when sanctioned) to members 
who happen to be his private debtors ” (R.C.S.). 

Multi-purpose Primary Credit Societies 

“Registered in 1919, a co-operative credit society in the Salem 
District, Madras State, which has a jurisdiction covering 3 villages, 
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had a membership of 1,151 on 30 June 1952; its paid-up share 
capital and reserve fund amounted to Rs 14,754 and Rs 14,918 
respectively. It is an outstanding feature of the society that it is 
working entirely with its own resources in the shape of deposits 
without having to borrow from the central bank. The society 
has constructed a godown for the storage of members’ 
produce” (A.C.D.). 

« « « 

“The Akmuru Co-operative Rural Bank, Andhra State, is a 
society working in an area irrigated by canals of the Godavari. It 
covers 13 villages with a total population of 40,000 (or about 8,000 
families) and has the relatively large membership of 4,496. A 
remarkable feature is that tenants-at-viffl and labourers account for 
as many as 2,906 members. By itself giving small loans to its more 
needy members in the slack season for purchase of cloth and rice, 
this bank has been able to prevent landlord-moneylenders and 
sowcars from exploiting labour through cash and grain loans. 
Ihe bank has taken on lease 500 acres of irrigated land from 
Government at a fixed rental of Rs 10,000. The land is made 
available for cultivation by landless labourers. This has had the 
effect of loosening the hold which contractor-lessees previously 
had on these labourers, for the land in question was previously 
in the hands of such lessees. Artisans, brick-workers, etc., are 
also given loans” (N.O.R.). 

* * * 

“ The establishment of the Z Multi-purpose Co-operative Credit 
Society in a big village in a Part A State was largely due to the 
apprehensions of local traders regarding the effect on their 
business of the progress of a co-operative miiltL-purpose society 
in the locality which was showing some signs of success. It was 
not difScult to raise share capital or to attract deposits for society 
Z ; in due course the society was also able to obtain from Govern- 
ment the authority to distribute foodgrains, sugar, kerosene and 
cloth. It started making good profits in the distribution work. 
But the taluka ofScer discovered, in one of his visits to the shop 
run by the society, that there was a shortage in the stock of 
foodgrains. Orders were, therefore, passed to cancel the agency of 
the society to distribute foodgrains. It is also reported that in the 
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meanwhile prices of gur had gone down and some members of 
the managing committee who were traders of gur got rid of their 
stocks by selling gur to the society and back-dating the entry. 
Consequently, the society incimred a loss” (R.C.S.). 

Farming and Irrigation Societies 

“A co-operative farming society has been started in the Karnal 
District (Punjab). The society, with ex-servicemen as members, 
is given 800 acres of scrub land on lease by the Punjab Govern- 
ment under the Land Utilization Act. With the help of two tractors 
and two tube-wells, this land is almost wholly cleared and 
levelled. Besides, the society also owns a plot of 64 acres in which 
sugar-cane is raised.”’^ 

« * * 

“A lift-irrigation society was registered in Saurashtra in 1948. 
It had 53 members and a paid-up share capital of Rs 17,400. 
The Government have given a loan of Rs 80,000. Hie society has 
erected a power-house for enabling its members to lift water 
from their wells by electric power. The cost of irrigation has thus 
been reduced from Rs 16 to Rs 4 per acre” (A.C.D.). 

Marketing or Distribution Societies 
Primary and Taluka levels 

“Registered in 1917, the Gadag Cotton Sale Society in the. 
Bombay -State is one of the biggest societies of its kind in India. 
During 1950-1, 40,408 dhokras of the value of nearly Rs 1 crore 
were sold on which a commission of Rs 58,460 was earned. 
Almost 50 per cent of the kapas brought to the Gadag market 
is sold through the society. It has been paying regularly a dividend 
of 6j per cent on the shares. The society is the sole agent of the 
Government for the distribution of seeds in three talukas. To be 
an effective seller of tte best types of seeds, the society keeps in 
close touch with the co-operative ginning society which is situated 
in the same compound and in which it holds one-third' of the 
share capital” (A.C.D.). 


* Sfyueattum, 4 August 1952, 
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"The Salem Co-operative Marketing Society in the Madras 
State, was registered in 1936. Its paid-up share capital amounted 
to Rs 38,000 on 30 June 1952. Diuing 1951-2 the sales of ground- 
nut and cotton amounted to Rs 16* 15 lakhs and Rs 8 '94 lakhs 
respectively. The society owns two spacious rat-proof godovms 
constructed with the help of a Government loan of Rs 30,000 and 
a free grant of Rs 10,000” (A.C.D.). 

♦ * * 

“ Membership in these societies [three marketing societies in a 
Part A State] is open to societies and to individuals over the age 
of 18. This means that even merchants can come in and so far 
as my information goes, some merchants are there already in 
some of the societies; loans against the pledge of produce are 
given only to mmnbers and it is Kkely that some merchants have 
become members of these societies to take advantage of the 
facility” (A.C.D.). 

D> « • 

“It is possible that traders may get into the marketing societies 
as members; for example, in the Y Co-operative Marketing 
Society [in a Part A State] some traders became members and 
tried to export onions through the marketing society. But eventually 
these traders were removed from membership” (O.R.). 

Regional and Apex levels 

"The Southern Gujarat Co-operative Cotton Sale and Ginning 
Societies Union, Surat (Bombay State), was organized at Surat 
in 1930 with the main object of facilitating the sale of cotton of 
the cotton sale societies operating in southern Gujarat. At the 
end of 1950-1, 43 societies were aflHiated to the union of which 
31 were cotton sale societies, 5 ginning and pressing societies 
and 7 other types of societies. Nearly one-fourth of the cotton 
produced in the area is sold throu^ the union which has suc- 
ceeded in establishing direct contacts with big buyers and textile 
mills” (A.C.D.). 

Processing Societies 

“In 1933, the press-owners of Surat formed an association and 
decided to raise the rate for pressing cotton. The cotton sale 
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societies of Chorasi and Olpad talukas in Surat District being 
refused by the press-owners to have their cotton pressed at the 
old rates, were forced to organize a pressing society, viz., the 
Farmers’ Co-operative Cotton Ginning and Pressing Society. 
The press-owners of Surat lost for all time the business of pressing 
about eight to ten thousand bales every year and had further to 
agree to accept fair rates for pressing cotton even from other 
farmers. The society has served its members well by pressing their 
cotton at a fair and reasonable rate and also offering them rebate 
out of profits at the end of each year on the basis of cotton pressed 
with the society. . . 

♦ * * 

“The Pravara Sahakari Sakhar Karkhana at Pravaranagar, 
Ahmednagar District, Bombay State, was organized in December 
1948 by sugar-cane cultivators in the Pravara Canal area in the 
Ahmednagar District with the object of starting a sugar factory 
in which would be used the sugar-cane which they themselves 
grew. Two important items of assistance were a contribution of 
Rs 6 lakhs by the State Government towards the share capital 
of the society, and a loan from the Industrial Finance Corporation 
to the extent of Rs 20 lakhs for buying machinery. While some 
of this assistance was yet to be received, the State Co-operative 
Bank sanctioned a temporary loan of Rs 20 lakhs to enable the 
society to install the machinery in time for the factory to get into 
production without losing any part of the crushing season. Since 
then, the State Co-operative Bank has also been granting accom- 
modation to the society for operational expenses; the operative 
<aredit hmit was Rs 19 lakhs on 30 November 1952. During the 
year 1952-3 the society crushed 57,722 tons of sugar-cane belonging 
to members and 2,588 tons belonging to non-members. The 
quantity of sugar produced was 64,362 bags. The society provides 
crop loans to such of its members as are not separately financed 
by co-operative credit societies ” (A.C.D.). 

Milk Supply and Dairying Societies 

“Registered in 1927 as a central organization for the primary 
societies functioning round about Madras City, the Madras 

1 Some Typical Non-credit Societies m India ^ Reserve Bank of Indm, p|>. 1-2. 



CENTRAL BANKS 


23 


Co-operative Milk Supply Union steadily developed its activities. 
It is estimated that about one-fifth of the demand of the City 
is met by the union. Its success is mainly attributable to the 
direct assistance given by the State Government and to many 
complementary schemes for increasing the production of milk 
in the State” (A.C.D.). 

* ♦ * 

“The Kaira District Co-operative Milk Producers’ Union was 
registered in 1946 as a result of a scheme launched by the 
Government of Bombay under which milk produced in the Anand 
area is arranged to be transported to the City of Bombay and 
distributed there. The union dispatches on an average 60,000 lb. 
of pasteurized milk daily to Bombay. The total value of milk 
sold during 1951-2 amounted to Rs 47 60 lakhs” (A.C.D.). 

Central Banks 

“ A district of a Part A State covers 6 tehsils. It has 4 co-operative 
central banks, each of which serves one or two tehsils. None of the 
4 central banks has either adequate owned capital or appreciable 
deposits. The paid-up share capital of one of these central banks 
is Rs 1 lakh while that of the other three banks put together is 
only slightly more than that. The total working capital of all the 
banks together was less than Rs 35 lakhs and the total of loans 
and advances outstanding, at the end of the year less than Rs 25 
lakhs” (A.C.D.). 

4 ^ 3ic 

There is a certain amount of disinclination on the part of central 
banks to finance these societies [tenants’ and field labourers’ 
societies] as the majority of their members are landless labourers 
who cannot offer tangible securities.” ^ 


1 Repm on the Working of Co-operative Societies in the State of Madras for the year ended 
S0ImeJ94S,p 48 
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THE SOCIOLOGICAL BACKGROUND: 
SOME SIGNIFICANT SIDELIGHTS 

I N order to obtain the right perspective it is necessary to place 
the ‘ operational picture ’ of the last chapter against the social 
background of rural India. This is more important than almost 
anything else for a true imderstanding of the working of rural 
credit, co-operative, governmental or other. In the social struc- 
ture and social dynamics of the village may be discerned both 
a diversity from region to region and, running through the 
diversity, a large element of uniformity over the whole of India. 
It is needless for our present purpose either to enter into the 
details of diversity or to analyse the causes of uniformity. It will 
suffice to say at this stage that the largest singl e sociolo gical 
aspect, which is the institutio n of caste, and the largest siSgle 
economic factor, which is the penetration of the industrialized 
economy oftfie 'Hfies', Bave'cdmibinecl to produce broad^^the^me 
results throui^out Ifiecoimtry-side; and that the regional variations 
are largely related to variations in the nature of the class structure 
on the one hand and in the character of the agricultural economy 
on the other. The contents of this chapter are drawn from different 
sources. Where the source is published material (or, as in one 
instance, an unpublished thesis which we have been permitted 
to use), author and document are named; where we have drawn 
from replies to our Questionnaire sent by non-official respondents, 
the nature of the source, but not the name of the writer, is 
indicated by the same symbol (N.O.R.) as has been used in the 
last chapter. 


The Social Stratification 

“The existing rigid social stratification should not be forgotten. 
For centuries, landowners and tenants may live nearby but have 
no close intimacy for sympathetic understanding of their day-to-day 
needs. Nearness alone does not impart mutual knowledge. A^n, 
close contacts among castes create an affinity which cuts across 
co-operative loyalties. . . . Backward communities are tied to 
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their old-world ceremonies, priests and caste ndes. Their range of 
contacts is little. They are less susceptible to new ideas. They have 
little desire to improve their standard of life” (N.O.R.). 

* * * 

“The directors of [certain co-operative] societies are Kammas, 
Reddis, Brahmins (top communities in villages) and they do not 
take even on 'their staff members of any other communities. 
If a Reddi is the president of the society, all the members of the 
staff are Reddis. If the president is a Brahmin, all the members 
of the staff are Brahmins” (N.O.R.). 

Ownership of Land and Village Leadership 

“In general, tenancy regulations are unworkable because the 
landlord is stiU left in a powerful position. Often he is the only 
literate man in the village. In the Punjab, where tenants who have 
tided a certain plot for five years were finally given permanent 
tenure, I have been in villages where the records show that no 
tenant has tilled the same piece of land for more than two or three 
years ! The village head and his associates, who owned most of 
the land, were able to juggle the books because he alone knew how 
to read Aem.”^ 


« * • 

“The co-operative organization today contains middle class 
leadership of varying and conflicting interests. It is only in India 
one finds . . . mill-owners, rentier landlords and traders being 
the leaders of co-operative organizations and yet we hear not 
a whisper from any quarter against this entry of inimical elements 
in the co-operative body” (N.O.R.). 

Caste and the Village Economy 

“The power of age-long custom has confined the business of 
purchase of agricultural requirements and the sale of agricultural 
produce to castes and tribes other than those whose traditional 
occupation is husbandry and the accumulated knowledge and 

1 Chester Bowles,, Ambassftdar^s Report, p. 185 
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experience possessed by members of those castes and tribes are 
not readily available to others.”’^ 

Officialdom and Rural India 

“ . . . Fully aware of my own lack of intimate knowledge of 
Indian village life, I began to realize that many of the Indian, 
officials from Delhi on down through the state capitals to the 
villages themselves, brilliantly educated and competent in Western 
ways, were almost equally estranged in one way or another, from 
village India.”® 

* * 

“ . . . Though it is now a truly Indian Government, the 
people see the same officials in charge of administration, and often 
react with the same non-committal attitude as they previously 
used. But it is not all due to the people’s attitude. Government 
offices are places of forms, unintelligible red tape and waiting- 
rooms that the uninitiated and uneducated feel it is best not 
to approach. . . 

Some Indigenous Institutions of Credit 

“In this tract fTambrapami area of Tirunelveli District, Madras 
State], the chit funds meet two legitimate demands of the ryots: 
the necessity for a lump sum to meet some unforeseen expenditure 
and the provision of a form of saving . . . Even among the 
well-to-do classes this method of finding a lump sum has been 
popular both as a method of saving and as a method of loan on 
easy terms to meet extraordinary and special expenses. . . . 
Charitable institutions like hospitals and schools have been started 
and laid on a sound financial basis by means of these funds. 
Many instances of individuals having been helped in this way 
with initial capital for business can be cited in this tract. . . . ”^ 

Village Studies 

Change in the leadership of a Mysore village 

“Hattarahalli® is a village of average size (population 620) about 

15 miles from the city of Bangalore in southern India. For 70 years 

1 Report of the Royal Commission on Agriculture in India, 1928, p. 470 
a Chester Bowles, Ambassadors Report, p. 186. 

® Adrian C. Mayer, Land and Society in Malabar, pp. 143-4 
* Dr. V. Krishnan, * The Tambraparm Ryot an unpublished thesis. 

6 The author has used a hotitious name for the village. 
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or more, it has been ajffected by urban influences reaching out 
from the city. Schools, courts of law, cinemas, hotels, military 
camps, railroads, buses, and motor lorries have brought about 
changes in almost every aspect of life. To the people of Hattara- 
halli, the most important of these changes are in the caste and 
character of those who control the social and economic life of 
the village. . . . 

'*The party opposing the patel was a heterogeneous collection 
of individuals from a number of different castes. The members 
of this group derived their unity from certain ideals of democracy 
and social equality which they held in common. These ideals were 
derived from Government schools, from experience in the nearby 
military camp during World War II, and from their knowledge 
of the urban culture of Bangalore. . . 

A village in Rajasthan : A study in rapid social change 

. Up till four years ago, the village was dominated by the 
palace not only physically, as it still is, but in every sphere of its 
social life. Fatehpura^ was the seat of a major jagirdar of Udaipur, 
the semi-independent ruler of a considerable tract of land granted 
to his forefathers by Rana Partab. ... 

‘Today, the scene is very different. The palace stands practically 
empty, with none of the hustle of the old days. Its magistrates’ 
court is closed; the revenue oflSicers’ headquarters are elsewhere; 
the police station, the hospital, the school are all Government- 
run now. . . . 

“As I have tried to indicate, in a complex, reciprocally interacting 
community like this big village, the emergence of leaders, of social 
sanctions and of new social forms of expression of opinion cannot 
be accomplished by Act of Parliament, however well thought 
out. It is an organic process, the product of a multitude of thrusts 
and stresses. In Fatehpura, as m villages all over Rajasthan, the 
process is going on apace.” 

Village structure in North Kerala 

“ ... It would nevertheless be diflBIcult to find a village where 
very many examples of the interdependence of castes do not 


1 Alan R. Beals, Economic Weekly, 25 April 1953. 
s The author has used a fictitious name for the village. 

3 G* Morris Carstairs, Economic Weekly, January 1952 
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survive not only in its economic but in its more ritual aspects. 
. . , Convention is too strong to allow them to fall into disuse 
for many years to come. Many families are still bound together 
in their ancient master-servant relationship. In villages near 
towns, increasing numbers of people have abandoned traditional 
occupations for labour in indxistry; but there are few instances 
of Hindus entering occupations proper to castes other than 
their own. . . . ”* 

Bhil villages of Western Udaipur : A study in resistance to social change 
“ . . . Villages in this Bhil country are quite unlike those of tihe 
plains. Bhil houses are built at some distance from each other. 
. . . The mukhi represents the village in all dealings with other 
villages or with the ruler’s representatives. His authority is 
unchallenged — provided that it is sensibly exercised. . . . 

“So long as a feud exists . . . the parties to it . . . will not 
sit nor eat nor smoke together ... It is this continuing threat 
of the recourse to violence which stimulates the mukhis and the 
neighbours of the families concerned, to work for a settlement; 
and until this has been reached, in the presence of a panchayat 
of responsible caste fellows, and the disputants have eaten opium 
together, to symbolize the end of their enmity, the dispute will 
not be over — ^no matter what the official decision has been.”® 

The social structure of a Tanjore village 

“ . . . Kumbapettai is a fairly typical ‘Bra hmin village’. One 
and a half miles square, with a population of about 1,200, it lies 
on a bus route 8 miles from a town. . . . 

“Today, however, the village structure presents no longer a 
nice balance of unities and antagonisms between caste and kin- 
ship groups in a self-sufficient little republic. For obviously, the 
economic basis of the system has been fundamentally upset within 
the last 50 to 70 years. It is impossible to emunerate all the ways 
in which this has happened, but we may mention a few. Most 
important in Kumbapettai is the departure to urban work of a 
large number of Brahmin families and individuals. A few of these 


1 Eric J. Miller, Economic Weekly^ 9 February 1952. 

2 G, Moms Carstairs, Economic Weekly 1 Mardr 1952. 
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have sold their lands to middle class trading families of the nearby 
town; the majority leave their empty houses locked and return 
after each harvest to collect their rents, now in cash. . . . Relations 
between absentee landlord and tenant are unsatisfactory. Often, 
the landlord barely knows his tenants by name and knows nothing 
about their circumstances or the business of cultivation. . . . ” ^ 

Technology, credit and culture in an Indian village 
“Formerly a tribal people, the Kota of the Nilgiri Hills are now 
subject to the same forces which affect villagers in south India 
generally. The seven Kota villages are interspersed among those 
of the ancient inhabitants of the Nilgiris. . . . 

“In place of the old economic dependence on the supply of 
Badaga grain, the Kota villager is now dependent on the supply 
of fertilizer available from the factory, on the purchasing power 
of his money, on the vagaries of supply in the ration shop. . . 

Social structure and change in a U.P. village 
“ . . . No one wUl be surprised if a village whose social relations 
are structured in the manner of Kishan Garhi does not rapidly 
develop an active vihage committee {goon panchayat) or contribute 
to an effective rural court (panchayati adalat) as prescribed in the 
U.P. Panchayat Raj Act. The village committee that was officially 
elected includes a fair sampling of many castes. But that committee 
never meets. The group that actually considers public issues and 
uses the new authority granted by the Act is none other than the 
old informal Brahmin caste council, representing one-quarter 
of the people and one-half of the land rights. ...” * 

Social structure in the Punjab 

“ . . . Relationships between Government representatives and 
the villager before partition were effectually limited to tax collecting 
and policing. With rationing, and especially since partition, there 
has been an increase in Government services and contacts in the 
village both in East and West Punjab. Nevertheless, the oppor- 
tunities given to the villager for participating in Government 

1 Katbleeii Gougi, JScommic Weekly^ 24 May 1952. 

s David G. Mandelbaum, Economic Weekly^ 15 August 1952. 

* Mdklm Maniott, Economic Weekly , 23 Aiigust 1952; 
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have been practically nil. This fact is coupled with the strange 
paradox that the Punjabi villager is often an expert politician. . . . 
he has a shrewd sense of positive leadership. During the last 
hundred years, the major outlet for these capacities has been in the 
communal organizations, all of which have had their political as 
well as their religious side. . . . Lacking a place in governmental 
organization, Punjabis have built their own organizations which 
penetrate to the village level as Government does not. . . . ” ^ 


1 Marian W. Smith, Beoiumle Weekly, 21 Nowmtwr 1953. 
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THE BACKGROUND OF ECONOMIC 
ACTIVITY 

W E have seen that nearly 70 per cent of the total population of 
India is either engaged in agriculture or dependent on those so 
engaged; agriculture and activities ancillary to it account for 
about 50 per cent of the total national income. The gross value 
of all agricultural commodities produced during 1950-1 is estimated 
by the National Income Com m ittee at Rs 4,866 crores (exclusive 
of non-reporting areas). Foodgrains, including cereals, pulses and 
gram, account for nearly 50 per cent of this. The balance pertains 
to the principal cash-crops, miscellaneous cash-crops, and fodder 
and straw. The total sown area during 1950-1 was about 32’ 7 
crore acres. Foodgrains were grown on 24-4 crore acres, while 
cash-crops were raised on only 8*3 crore acres. Nevertheless, the 
gross value of cash-crops roughly equalled the gross value of 
food-crops. The total production of foodgrains in the country 
during 1950-1, excluding ‘other cereals’, was estimated to be 
507 lakh tons. 

Agricultural Production 

2. The First Five Year Plan seeks a substantial increase in 
agricultural production. The Plan contemplates a total outlay 
of Rs 360 '4 crores on agriculture and community development. 
Projects confined to irrigation account for another Rs 168 crores, 
while multi-purpose projects, which combine power and irrigation, 
involve a further outlay estimated at Rs 266 crores. The total 
cropped area in the country is expected to increase by about lOO 
lakh acres at the end of the Plan’s initial five years. Projects for 
land reclamation and land development alone account for nearly 
three-fourths of the increase forecast. The total production of 
foodgrains in the country is expected to be raised by about 7-6 
million tons over the 1949-50 level. What should be noted in this 
context is that all schemes of increased agricultural productioiL— 
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will re quire^ for their succes sful working a ver y consid erable 
expansion of the credit feciliti^ now avaikWe to the cultivator. 

3. The Plan also envisages a large increase in the production 
of chemical fertilizers and farmyard manure ; measures have been 
suggested to ensure that a larger number of cultivators are able 
to obtain pure seed direct from the State. With caution as to the 
limitations within which all-India averages are significant, mention 
may be made of the Survey data on the annual cash expenses of 
the cultivator on seed and manure. The relevant amounts are 
about Rs 29 and Rs 23 forming about 10 per cent and 8 per cent 
of the total cash farm expenditure of an average cultivator. An 
average additional expenditure of about Rs 4 per cultivating family 
would be necessary if note is taken of the value of the increased 
quantity of chemical fertilizers planned to be produced in the 
country. It is difficult to estimate the additional expenditure on the 
purchase of improved seed. At present, an average cultivator spends 
on purchased seed roughly half the money value of the seed he 
obtains from his own farm. 

4. It may be of interest at this stage to consider the part — 
admittedly very small— played by Co-operation in the sphere 
of agricultural production, i.e., in farming principally, and secon- 
darily in irrigation etc., as aids to better production. Co-operative 
farming, on a more or less experimental scale, has been initiated 
by certain State Governments such as Bombay, Madras and 
Uttar Pradesh. Various types of Government assistance have been 
extended to these societies, e.g., free services of trained personnel 
and provision of free grants and interest-free loans. In most States 
there are irrigation, seed and similar societies connected with 
agricultural production, though not all those registered can 
be presumed to be functioning. Reference may also be made 
to the vegetable and fruit .growers’ societies existing in many 
States. Most of these concern themselves with aspects of 
production rather than those of marketing, the latter presenting 
many difficulties which they often find themselves unable 
to surmount 



CO?«MUNICATXONS AND TRANSPORT 33 

Communications and Transport 

5. ' As will be seen later, it is usual for a substantial portion of 
the crop to be sold in the village itself and to be handed over to 
the trader shortly after the harvest. In other words, there is great 
lack of organized marketing facilities for the cultivator. The 
inadequacy extends to transport and communications. Cheap 
and adequate transport, which is essential for advantageous 
marketing, is impossible without good roads. Few roads exist 
in rural India; fewer still from village to marketing centre; and 
those which do exist are little more than kutcha roads unusably 
bad in the rains and unspeakably bad all the year round. The 
means of transport of agricultural produce from village to market 
is still largely the buUock cart. Mechanized transport has no present 
relevance except for the relatively few villages which, being very 
near the bigger marketing centres, happen to be served by fairly 
good roads. In such cases, ad hoc mechanized transport is usually 
arranged by the larger cultivators or by the traders who take 
delivery of the produce in the village. 

Storage 

6, The lack of storage is part of a wider deficiency, namely, 
the lack of orderly marketing, co-operative or other. Such storage 
as exists is mostly for cotton, jute and similar commercial crops 
and is largely in the hands of traders and processing concerns. 
Before the Second World War, the storage available was largely 
in the form of private godowns owned by the more substantial 
cultivators, the wholesakrs, etc. During the war, the different 
Gtovemments requisitioned a large number of private godowns 
for stocking their foodgrains; they ako constructed a certain 
number of new godowns. According to the information available 
for 1950, the storage capacity of godowns for foodgrains in the 
possession of the Central Government was 65,000 tons, and that of 
godowns in- the possession of the State Governments 1,212,000 
tons. According to the data given in the Report of the Foodgrains 
Investigation Committee (1950), it would appear that the capacity 
of private storage made available to Government was roughly 
equal to that of godowns constructed by Government. In the total 
pictiure, the storage capacity of co-operatively-owned godowns 
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occupies little more than part of a comer. Some of the State 
Governments (e.g., Bombay, Madras and Orissa), advance loans 
and give subsidies to co-operative societies for the construction 
©f godowns. 

7. In an enquiry conducted by the Reserve Bank in 1952, 
information was collected by means of a questionnaire as to the 
state of existing godowns and their suitability for conversion into 
licensed warehouses. The replies indicated that some of the 
Government godowns could be readily converted into regular 
warehouses so far as the technical quality of the accommodation 
was concerned. Some, however, are not suitable for various reasons. 
The godowns owned by co-operatives were reported in most 
instances to be not fit for conversion into warehouses, the generality 
of them being makeshift stmetures built out of makeshift resources. 
Private godowns were as a rule inconveniently situated (e.g., in 
residential houses) and in many cases were structurally defective. 
The replies further indicated that in very few marketing centres 
in the country could storage accommodation be said to be anywhere 
near adequate. At the same time, the need for an extensive network 
of godowns and warehouses and for the establishment of ‘licensed 
warehouses’ at suitable centres has been emphasized by various 
committees and commissions. For obvious reasons, produce in a 
good godown is produce which can attract commercial credit 
from banks. Moreover, imder section 17(4) (d) of the Reserve 
Bank of India Act, the Reserve Bank will accept as collateral, 
not the goods pledged with and in the custody of the scheduled or 
state co-operative bank, but only the title to goods (i.e., receipts 
issued by independent warehouses). In the virtual absence of 
licensed warehouses, the section has hitherto remained inoperative. 
Seven of the State Governments, namely, Bombay, Bihar, Hyde- 
rabad, Madras, Madhya Pradesh, Mysore and Travancore-Cochin 
have passed Warehouse Acts on the lines suggested in a Draft 
Warehouse Bill circulated by the Reserve Bank to all State 
Governments. However, with the exception of a few isolated 
instances in Madhya Pradesh and Bombay, no licensed warehouses 
have so far been established in any State. 
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Agricultural Processing 

8. After a crop is harvested and before it reaches the consumer, 
it is subjected to one or more forms of processing which differ 
for different crops and for different uses and preferences on the 
part of the consumer. In the more prevalent forms of processing 
of the major crops there is a broad uniformity in this country, 
coupled with considerable diversification in the detail of operation. 
What is, however, most noteworthy is the fact that the main 
agencies engaged in processing axe private agencies over which, 
the cultivator has no control. The part played by co-operatives 
in the processing of the more important crops is insignificant. 
Very few indeed of the 3,000 odd cotton ginning and pressing 
factories are owned by the producers themselves on a co-operative 
basis. There are, however, individual instances of co-operative 
societies which have rendered useful service in the sphere of 
processing. Examples are the Farmers’ Co-operative Cotton 
Giiming and Pressing Society at Surat and the Pravara Sahakari 
Sakhar Karkhana at Pravaranagar, Bombay State, to which we 
have made a reference in Chapter 3. The origin of some of the 
co-operative cotton ginning societies is to be found in the hostihty 
of private ginners and the fact that in certain instances they had 
combined to raise the ginning charges for kapas marketed through 
co-operative cotton sale societies. 


Marketing 

9. If we take all cultivators and all crops all over the country, 
and consider that portion of the produce which the cultivator 
parts with — ^that is to say, by and large, the ‘marketable surplus’ — 
would it be possible to say with some certainty on the basis of the 
data collected by the Survey, whether the bulk of this is sold by 
him in the village or outside the village? Information could be 
obtained for only 63 per cent of the transactions of sale-cum- 
delivery ; and, in regard to these, it was found that 65 per cent 
reached completion in the village itself. For the first five deciles 
of cultivators, as also for the remmning five, the proportion of 
sales in the village was roimd about 65 per cent of the total. Since 
the figure is thus applicable to the larger producers as well, it 
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would be reasonable to infer from it that a substantial part of the 
produce is usually sold in the village itself. 

10. So much for where the produce is sold. Of equal importance 
is it to have some idea of to whom it is sold. The data of the 
Survey indicate fhat, with the exception of a few of the selected 
districts, the buyers at the first stage are largely traders and 
commission agents, and, to a very limited extent, manufacturers. 
What is sold to them far exceeds that which is sold to Government 
and co-operatives or direct to consumers, even if all the three 
latter are put together. Taking the selected districts as a whole, 
the value of the produce sold to traders and commission agents 
formed about two-thirds of that to all agencies. As a working 
conclusion, therefore, it would not be far wrong to assume that a 
substantial portion of the produce is purchased in the village itself 
by traders in agricultural commodities. 

11. What is the position occupied by the trader in relation to 
the fulfilment of the credit requirements of the cultivator? The 
borrowings of cultivators from traders and commission agents 
were 6 per cent of the total borrowings of cultivators from aU 
sources; while the borrowings from moneylenders, both agri- 
culturist and professional, were 70 per cent. It was found in the 
enumeration of ‘supply agencies’ that 37 per cent of the village 
moneylenders and 83 per cent of the urban moneylenders were 
also traders. It was further found that 58 per cent of the total 
amount borrowed from professional moneylenders was from 
professional village moneylenders, 17 per cent was from professional 
urban moneylenders, and the balance from moneylenders whose 
place of business was unspecified. Then, there are the non- 
professional moneylenders, usually the large cultivators between 
whom and the professional moneylenders there is a marginal 
‘blurring’ in which it is difdcult to distinguish one from the other. 
It is revealing that among village moneylenders (as a whole) 82 
per cent, and among urban moneylenders (as a whole) 49 per cent, 
were reported to be agriculturists. We thus arrive at a picture, of 
whi(^ only the broad outlines emerge from the Survey, of a large 
body of agriculturist and professional moneylenders, rural and 
urban; the distinguishing feature of this body is the combination 
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of the activities of moneylending and trading; but, at the margins, 
this group of trader-cmn-lender shades off into a relatively small 
group of non-trading village moneylenders on one side, and a 
still smaller group of non-trading urban moneylenders oh the 
other side. Since we have earlier concluded that the larger part 
of the produce may be assumed to be sold in the village to the 
trader, it seeips reasonable to take that conclusion a step further 
and make the working assxunption that the marketing of agricul- 
tural produce is largely in the hands of a body of men who, as. 
distinguished from Government and the co-operatives, lepresent 
private interests, and who control both the sources of credit and 
the disposal of the produce. Often enough, therefore, the cultivator’s 
position is that of having to bargain, if he can, with someone who. 
commands the money, commands the credit, commands the market 
and comes with the transport. 

12. A very brief account may now be given of markets and 
marketing practices in India. There are three types of markets, 
namely, hats and shandies, wholesale markets or mandis and retail 
markets. Generally, it is with the first type of market that the 
primary producer comes into contact. It is estimated that there are 
over 22,000 hats and shandies in the country. Their organization 
and control is usually vested in the taluka and village ofl&cials. 
In some States, the hats are under private control. A feature 
common to most States is that there is little or no control over 
malpractices. The total number of mandis in India is estimated 
at over 1,700, the largest number being found in Uttar Pradesh. 
They may be owned either by private persons or by local bodies. 
The assembling and distribution of agricultural produce is generally 
financed by adatyas, shroffs, banks, grain trade associations and 
exporters. Sale by auction or by open agreement does not obtain 
in most mandis, the exceptions being the regulated markets con- 
trolled by the State. In wholesale markets, including sometimes 
those which fall in the category of regulated markets, many 
malpractices obtain, e.g., manipulation of weights and scales against 
the seller and arbitrary deductions for religious and charitable 
purposes. 

13. A certain amount of supervision has long been exercised 
by local authorities over markets in their jurisdiction. More 
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systematic regulation by the State is relatively recent. Not more 
than eight States appear to have passed legislation for the regulation 
of markets. The object of the establishment of regulated markets 
is mainly to counteract evils such as unauthorized market charges 
and incorrect weights and measures. While standards of marketing 
have improved in most of the relatively few regulated markets 
which have been established, a number of malpractices still exist 
even in these. Stricter enforcement requires proper personnel and 
a great deal depends on those selected for appointment as market 
darogas, secretaries or superintendents and on the composition 
of the committee which controls them. 

14. A few — very few — ^fairly successful co-operative market- 
ing societies there do exist in India ; some of these may be signi- 
ficant pointers to the lines on which future progress is possible; 
but the part which they occupy in the total picture is wholly 
insignificant. The total number of all types of marketing societies 
registered is roughly over 10,000, of which those in Uttar Pradesh, 
Bihar, Madras and Bombay constitute about 96 per cent. Lack of 
godowns of their own is one of the disadvantages which curtail 
their ability to compete with the trader. It follows that little is, 
or can be, attempted by way of pooling, grading and processing 
of the members’ produce. 

Only from 12 out of the 75 selected districts of the Survey, 
have there been reported any sales to co-operatives. In four of 
these districts, namely, Deoria (Uttar Pradesh), Broach (Bombay), 
Shahjahanpur (Uttar Pradesh) and Meerut (Uttar Pradesh), the 
value of produce sold through co-operatives exceeded 10 per 
cent of the total sales of the farmers; in Nainital it was about 
1 ‘5 per cent; and in the remaining districts it was less than 1 per 
cent. In Deoria alone was the value of produce sold through 
co-operatives (mostly sugar-cane unions) in excess of the value of 
produce sold to traders. 

Animal Husbandry 

15. The Census (1951) data show that 9 01 lakh persons in 
the rural areas reported animal husbandry as 'their principal 
means of livelihood. The importance of dairy and poultry produ^ 
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<»n be gauged from the fact that their gross value in 1950-1 has 
been estimated at Rs 637 crores by the National Inconie Com- 
mittee. As much as Rs 618 crores out of this is accounted for by 
milk and milk products. The receipts from milk and milk products 
as recorded in the Survey constitute roughly 6 per cent of the 
total cash receipts of the cultivator. 

16. There are roughly 155 million cattle and 43 million buffaloes 
in the country, according to the quinquennial livestock census 
held in 1951. The average yield of milk of the Indian cow is 
notoriously low; it is only 413 lb. per annum. The corresponding 
figure for the Indian buffalo is 1,101 lb. The average per appita 
consmnption of milk is estimated at 5*5 oz. per day as against 
a minimum nutritional requirement of 10 oz. which is exceeded 
only in Punjab and Rajasthan. Poultry fanning is an important 
subsidiary occupation of the poorer classes in the rural areas. 
The niunber of poultry in the country is estimated at 73 million. 
The ordinary village hen is of inferior breed and lays, on an 
average, 50 undersized eggs each year. 

17. In a few States, co-operative milk supply has made some 
progress during the last decade. In Madras, there were 41 milk 
supply unions and 722 milk supply societies at the end of 1951-2; 
the value of milk sold by the societies was Rs 64 • 89 lakhs during 
1951-2. The societies obtain loans from Government and in turn 
advance funds to their members for purchase of milch cattle. 
In Bombay, at the end of 1952-3, there were 7 milk supply unions 
and 116 dairy societies. Of the several milk supply schemes in 
India, the Government scheme for the supply of milk to Bombay 
City is easily the most ambitious and the most important. This 
includes a well-organized co-operative dairy farm at Anand in 
Kaira District and a well-equipped milk colony at Aarey, within 
a few miles of Bombay City. Co-operative marketing of ghee has 
made some progress only in Uttar Pradesh. 

18. In Bombay, the State Government has taken some steps 
to increase the production of eggs by distribution of pedigree 
fowl to village poultry farms and by advancing loans to persons 
previously tr a ined for the purpose of starting their own ponlby 
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farms. Co-operative poultry farming has attained some measure 
of success in Madras and Travancore-Cochin. 

19. Another important product of animal husbandry is wool. 
The total number of sheep in the country is estimated at 3-9 
crores and the total wool production is roughly 5 ’5 crore lb. 
of which 3 '2 crore lb. are exported. 

20. The country’s fish production is estimated at about 1 million 
tons, of which 70 per cent is salt-water fish and the remaining 
30 per cent fresh-water fish. There is a considerable gap between 
the price the consumer pays and what the producer gets for fish. 
Transport and marketing are largely in the hands of middlemen. 
Facilities for cold storage are generally lacking. In a few States, 
such as Bombay, Bihar, Madras, Orissa and Travancore-Cochin 
co-operative societies for fishermen have been organized with 
Government assistance. 

Cottage Industries 

21. The Census data show 28 lakhs as the number of persons 
engaged in the processing of agricultural commodities, weaving, 
making leather goods, etc.; 5 lakhs are engaged in the manu- 
facture of metal products, making transport equipment such as 
bullock carts, working as blacksmiths, making medical prepara- 
tions, etc. ; 15 lakhs are engaged in pottery-making, brick-making, 
wood-carving and other handicrafts. The total expenditure 
envisaged in the First Five Year Plan for the development of 
cottage and small-scale industries is Rs 27 crores, made up of 
Rs 15 crores from the Central Government and Rs 12 crores 
from the State Governments. 

22. Among the cottage industries, the pride of place is occu- 
pied by handloom weaving. It is estimated that nearly 100 lakh 
persons are supported by it either as earners or as dependents 
on earners. For 1951, the total number of handlooms was reported 
to be about 30 lakhs. In addition, roughly 23,000 powerlooms 
are reported to be in use. For 1950-1 the total production of 
cloth from handlooms and powerlooms was estimated at over 
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SIO million yards. Sericulture is important in Bihar, Mysore, 
Madras, Madhya Pradesh and West Bengal. About 1,30,000 
handlooms are reported to be employed on the production of 
sUk cloth and art silk cloth. Powerlooms are also used in 
several States. 

23. State Governments and co-operative societies meet a 
relatively negligible part of the total credit requirements of 
persons engaged in cottage and small-scale industries. The total 
amount disbursed as loans and grants under the State Aid to 
Industries Acts by all Part A States and 5 Part B States in 
1950-1 amounted to about Rs 57 lakhs and Rs 2 lakhs 
respectively. The total budgetary provision for grants from 
the Central Government to the All-India Cottage Industries 
Board ^ was about Rs 20 lakhs in 1952-3 as compared with 
Rs 75,000 in 1948-9. The major part of these was given as 
grants to State Governments and other organizations to carry 
out approved schemes of training, marketing, development of 
production, etc. 

24. The state financial corporations, which are now being 
established in several States, are designed to meet the relatively 
long-term financial requirements of medium and smaU-scale 
industries. Most of those which have been set up are still too 
recent to give any useful indication of the effectiveness with 
which these institutions are likely to meet the needs of small-scale 
industries in towns and of cottage industries, including those 
concerned with the processing of agricultural commodities, in 
rural areas. 

25. As regards co-operatives, it is reported that at the end of 
June 1952 there were nearly 8,000 industrial co-operative societies 
with a total membership of 8‘8 lakhs. Of these, 5,364 were 
weavers’ societies with a membership of 7*2 lakhs. The primary 
industrial co-operative societies mostly confine their activities to 

1 In 1952» the All-In4ia Cottage Industries Board was replaced by three separate Boards^ 
yI*., the All-Indm Khadi and Village Industries Board, the All^India Handloom Board, and the 
All-India Handicrafts Board. These Boards are empowered to recommend grants and loans for 
assuring adequate supply of raw material etc. Among their functions is the organization of training,, 
lesearch and marlcetmg fadlities. 
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supplying raw materials and appliances to the members, for cash 
or on credit. 

26. The bulk of the finance required by persons engaged in 
cottage and smaU-scale industries comes from private agencies. 
These are broadly of three types, two or more of which quite often 
intermingle, namely, the moneylender, the merchant and the master- 
craftsman. The moneylender advances credit for the purchase of 
raw materials and also for the current subsistence expenses of the 
village handicraftsman. He charges a high rate of interest; 
usually he does not have any interest in the products turned out 
by the handicraftsman. The merchant or dealer in raw materials 
ordinarily sells the raw material on credit to the handicraftsman; 
he too charges a high rate of interest and in addition sometimes 
stipulates that the finished products should be sold through him. 
The master-craftsman or karkhanadar has often an even more 
complete hold over the medium and small producer than has either 
moneylender or merchant. He provides the workshop, the raw 
material and the finance; to deal with him is in reality to work 
under him; and his clientele of theoretically independent small 
producers is virtually his labour force of wage-earners. 
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THE LEGISLATIVE BACKGROUND: 
RURAL CREDIT AND CERTAIN 
LEGISLATIVE MEASURES 

Two sets of legislative measures are of special importance to 
rural credit. These are moneylending and debt relief legislation 
on the one hand and tenure and tenancy legislation on the 
other. Certain broad aspects of these measures are mentioned 
below. 


Debt Relief Legislation 

2. Before formulating debt relief policies, several State Govern- 
ments took steps to provide immediate relief to the agriculturist 
debtors in the form of a moratorium, by staying the execution 
of proceedings against them and postponing sales of land. The 
next stage was the reduction of debts on a voluntary basis. For 
this purpose, legislation was passed in many States to set up, 
in the form of debt conciliation boards, a machinery through which 
debtors could be assisted to get the consent of their creditors to a 
reduction of the debt and its repayment in convenient instalments. 
Some of the Acts provided that not more than a certain size of 
debt could be the subject of conciliation. The consent of creditors 
who together accounted for a certain minimum percentage of the 
individuaFs total debt was necessary before any part of it could be 
finally treated as conciliated. 

3. From the voluntary principle, the transition was to com- 
pulsion. Measures for the compulsory reduction or 'adjustment' 
of the debts of agriculturists usually contained the following features 
{!) reduction (by the empowered courts) of principal as well as 
interest in accordance with scales which were related to the time of 
contraction of the debt; (2) fixing of the maximum rates of 
interest chargeable on outstanding debt and, in some cases, on 
new loans ; (3) extended applicability of the law of damdupat (viz., 
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broadly, that total of interest paid or payable should not exceed 
principal); (4) limits on size of ‘adjustable’ debt; (5) regulation of 
mortgages ; (6) protection of the agriculturist against certain 
legal proceedings ; and (7) exemption of specified items of property 
from attachment. 

4, The classes of debtors to whom relief was made available 
varied from State to State. Many of the Acts distinguished be- 
tween debts contracted at different specified periods. Broadly, 
the principal of loans outstanding for relatively long periods was 
reduced to a figure which was two-thirds to three-fourths of the 
original amount. The provisions relating to maximum rdtes of 
interest chargeable on debts declared eligible for adjustment under 
the Acts also differed from State to State. There was also variation 
in the scope of protection to person and property of the debtor 
as well as in the period for which protection was effective. In some 
States, restrictions were placed on sales through courts, and the 
latter were empowered to fix a minimum price for lands sold in 
auction in execution of a decree. From the available data of 
debt actually settled by courts, it may be said, broadly, that in most 
Part A States, debt adjustment involved reductions ranging from 
40 per cent to 60 per cent and in Part B States, from 20 per cent 
to 40 per cent. It is generally believed that together with the debt 
relief there was a credit shrinkage. This view is one shared by 
many of those who have sent replies to our Questionnaire. It 
is also supported by several official reviews on the working of 
these Acts. 


Moneylending Legislation 

5. Preceded by sporadic measures either for the whole of India 
or for individual States, the bulk of moneylending legislation, 
like that concerned with debt relief, was passed by most States 
in the years which followed the country-wide depression of the 
thirties. The main provisions of the existing legislation relate to : 
(1) licensing and registration of moneylenders ; (2) maintenance of 
accounts in prescribed forms; (3) furnishing of receipts and pe- 
riodical statements of accounts to debtors ; (4) fixing of maximum 
rates of interest chargeable; (5) jMrotection of debtors from 
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molestation, intimidation, etc. ; (6) exemptions from attachment of 
items of debtor’s property; (7) regulation of mortgages; and 
(8) penalties for infringement and machinery for enforcement. 
Some of these items are referred to briefly in the following 
paragraph. 

6. The details of licensing vary for difierent States. What is 
noteworthy, however, is that licensing itself as a requirement 
is not uniformly imposed by all States. The provisions which 
seek to regulate the moneylender’s rate of interest also differ from 
State to State. In most States, the maximum rate merely limits 
what the moneylender can recover through a court of law; in 
some it is a punishable offence to charge more than the maximum. 
Regulation of mortgages, exemption of property from attachment, 
and protection of debtors from molestation are items which, in 
some States, flgure in the measures of legislation dealing with 
debt relief ; in certain others, the relevant provisions occur in both 
sets of legislation, viz., moneylending and debt relief. Several 
Acts contain provisions for the automatic redemption of mortgages 
in certain circumstances and after the expiry of a specified period. 
The most usual form of penalty for infringement of the law is the 
denial to the transgressing creditor of the right to resort to courts 
for the recovery of even his legitimate dues. Fine and imprison- 
ment as penalties are confined to contravention of specified 
provisions. Special machinery for enforcement exists only in 
Bombay, Mysore and West Bengal. 

7. Replies to our Questionnaire confirm, to the extent they 
can, the general impression that there is large-scale and country- 
wide evasion of the restrictions imposed on the moneylender. 
There is also reason to believe that much the larger part of 
moneylending is carried on without licence, even where such 
licence is obligatory. There is, besides, some evidence of contrac- 
tion of credit— which to the extent that it may have restricted 
wasteful forms of expenditure cannot be regarded as an unmixed 
evil — ^as also of the increased cost of credit to the agriculturist 
borrower through the moneylender discounting the additional 
risks involved in his illegal transactions. 
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Land Reforms 

8. Some of the more important provisions of recent legis- 
lation in the sphere of land reforms are concerned with the 
following: 

1. The vesting of the estates of intermediaries, barring certain 
properties such as home-farm lands, homesteads, etc., in 
the State; 

2. Payment of compensation to intermediaries ; 

3. The placing of limits on future acquisition of lands by 
different classes of people ; 

4. Conferring on specified classes of tenants the right to 
acquire superior interests in land such as proprietorship 
or quasi-proprietorship ; 

5. Restrictions on letting and sub-letting of land ; 

6. Restrictions on sale and mortgage of land ; and 

7. Fixing of the conditions of tenancy (e.g., prescribing ‘fair 
rents’, prohibition of ejectment, etc.). 

9. From the point of view of their bearing on credit, some of 
these items are of special importance. The first set of provisions 
which may be mentioned in this context is that designed to 
confer on the tenant-cultivator ‘superior’ rights in the land he 
cultivates, these rights falling short of ownership in certain cases 
and amounting to it in others. In most of the States, the legislation 
also fixes the rates of assessment of land revenue for different 
classes of tenure holders and the compensation payable by them 
for acquiring superior rights in the land cultivated by them. 
Provision is also made in regard to the manner of settlement of 
the past debts of intermediaries. Transfers of land by mortgage 
are sought to be restricted in some States by the stipulation of 
maximum periods for usufructuary mortgages. Certain types of 
mortgages and charges are not enforceable in respect of the newly 
allotted occupancy holdings. Conditions on which land may be 
leased out by landholders are also regulated. 

10. Two main points emerge : 

1. Accepting the social desirabdity of the legislation as 
paramount, the fact nevertheless remains that inqfiicit in the 
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measures regarding debt relief, moneylending, tenure and 
tenancy, is the curtailment of private credit, whether the 
moneylender’s or the landlord's. Complementary to the desi- 
rability, therefore, is the need for large-scale development of 
institutional credit, co-operative or state-sponsored. 

2. Between the need to make the cultivator’s rights in land 
inalienable for reasons of social policy and the need to make 
them alienable so as to facilitate the obtaining of credit, espe- 
cially long-term credit, a certain degree of conflict is inherent 
in the developments we have noticed. Here again, social de- 
sirability is accompanied by complementary needs, one of which 
in this case is the need for a change in the present emphasis 
which institutional credit of aU types — short-term, medium- 
term and long-term — ^lays on ownership. In regard to some of 
these types, for example, there might have to be a shift of emphasis 
from ownership to productive capacity — ^from land to produce 
from land — as the basis of credit, and from dependence on 
eventual sale of land to dependence on effective supervision of 
operations as basis of recovery of credit. This is recorded here 
as a tentative consideration to be borne in mind, along with 
several others, in relation to the many-sided problem of 
rural credit which is to be further examined in the following 
chapters. 
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BACKGROUND OF OPINION: “SCHOOLS 
OF THOUGHT” ON CERTAIN ASPECTS 
OF PROBLEM AND SOLUTION 


I T is more than ever realized today that a proper system of rural 
credit is basic to the development of agriculture and, therefore, 
to the prosperity of the country. Along with this recognition, 
there is growing impatience that no such system is yet in sight 
and many views and proposals have been put forward to which 
we propose to make a brief reference in this chapter. 


“School of Imported Remedies” 

2. One varied set of suggestions pertain to the somewhat 
heterogenous “school of imported remedies”. Examples which 
may be mentioned are: the exhortation that the Indian Govern- 
ment should organize an extensive ‘Farmers’ Home Administration’ 
for bringing state-sponsored credit to the doors of the less well-placed 
agriculturists on the model of what is done in the United States ; 
the proposal that a somewhat different form of ‘supervised credit’ 
such as is being experimented with in some of the less developed 
South American States should be given a determined trial in 
India; the suggestion, based on the operation of the Canadian 
Farm Improvement Loans Act, that Government should guarantee 
a certain percentage of the loans made to agriculture by com- 
mercial banks; the recommendation that a country-wide network 
of pawnshops owned and run by the State, as in Indonesia, should 
supplement co-operatives wherever they exist and be their fore- 
runners wherever they do not ; and the periodically recurring advice 
that India should look for guidance to the Credit Agricole 
of Egypt 

3. Apart from these sporadic suggestions for engrafting on 
Indian conditions various types of organization which may or 
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may not have been successful in the countries of their origin, 
the main lines of thought on the problem are concerned with 
(1) the moneylender, (2) the commercial bank, (3) the co-operative 
movement and (4) the State, either by itself or in varying degrees 
of association with co-operative credit. 

The Moneylender 

4. The moneylender’s continued dominance, despite all measures 
to control, suppress or supplant him, has led to the suggestion 
that any realistic system of rural credit should seek to incorporate 
him in itself rather than compete with him or wishfully expect 
to eliminate him. Many ingenious proposals are made to that end. 
One of them, worked out in some detail in the Report of the 
Economist for Enquiry into Rural Indebtedness submitted to the 
Government of Madras in 1946, is that moneylenders should be 
compelled to become members of co-operative societies. Another 
view, expressed by the Government of the then United Provinces 
in reply to the questionnaire of the Famine Inquiry Commis- 
sion (1945), is that the moneylender and the indigenous banker 
should be linked with the monetary system of the country 
through the Reserve Bank. In contrast to these points of view is 
the opinion of the Agricultural Finance Sub-Committee (1945) 
that the main emphasis should be on the building up of a system 
of agricultural credit which will compete with, not absorb, the 
moneylender. 


The Commercial Bank 

5. The view is sometimes held in commercial circles generally 
and by bankers in particular that the commercial bank should 
be encouraged by State subsidy to extend much farther than 
at present into the rural areas for mobilizing rural savings and 
for supplying agricultural credit. For instance, in July 1949, the 
Central Advisory Cotmcil of Industries suggested that for the 
promotion of rural savings the Reserve Bank should select five 
or six leading commercial banks, and request each of them to 
establish about 200 branches in rural areas and lend them free 
of interest the cash balances to be maintained in such branches, 
5 
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In the same context, a more ambitious scheme for the establish- 
ment, with Government assistance, of a network of rural joint- 
stock banks under the sponsorship of scheduled banks, was put 
forward by the Bengal National Chamber of Commerce to the 
Rural Banking Enquiry Committee. Both these suggestions were 
rejected by the Rural Banking Enquiry Committee which was 
of the opinion that the “ . . . expansion of sound commercial 
banks should be welcome to the extent it can be stimulated by the 
general measures [proposed by the Committee] but not on any 
other basis ...” 

The Co-operative Movement 

6. The schools of thought are noticed to be more numerous 
as we pass on to Co-operation. Over the last few decades, for 
example, there have alternated or coexisted two distinct views 
as to whether co-operative credit societies should be single- 
purpose or multi-purpose. The Royal Commission on Agriculture 
in India (1928) was of the view that as a matter of principle, the 
single-purpose society is the best line of development. On the 
contrary, the Reserve Bank of India, in the very first bulletin issued 
by its Agricultural Credit Department, favoured the multi-purpose 
idea. This idea of multi-purpose Co-operation has, by some of its 
advocates, been expanded into the wider concept of social and 
economic ‘rehabihtation’ of the village as a whole. 

7. Another subject on which there are sharp differences of 
opinion is the relationship that should exist between the State 
and Co-operation. The ‘orthodox’ school rejects the idea of any 
intimate alliance with the State by asking the question: “Which 
is more important in the long run, that the co-operative structure 
shoidd serve as the only credit agenq^ subsidized by the State, 
or that co-operators should remain true to their principles . . .?” 
A modification of this position is apparent in the resolution 
passed by the F.A.O.’s Technical Meeting on Co-operatives in 
Asia and the Far Eastern Countries held at Lucknow in 1949 
stating that while recognizing the essentially volimtary character 
of the co-operative movement, where there is need for the pro- 
vision of a common essential economic service, or where the 
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larger interests of the community require it, a resolution 
passed by a co-operative society should be made binding by 
law on non-members, provided that a substantial majority of 
the persons and economic interests affected by such resolution 
accept it. 

There is a s imil ar advance over the orthodox position regarding 
the element of comptdsion in the functioning of co-operatives. 
This is clear from the observations of die Co-operative Planning 
Committee (1946) that “ ... in the larger interests of the country, 
a resolution passed by the members of a co-operative sodety who 
form two-thirds of the community affected should be made 
binding by law on non-members also. . . .” 

State Agencies 

8. The slow progress of the co-operative credit movement was 
among the main reasons which led the Agricultural Finance 
Sub-Committee to formulate the proposal that Agricultural Credit 
Corporations should be established by Government in each State. 
This suggestion found little acceptance with co-operators. In 
Bombay, however, it led to an important development, viz., the 
appointment, by the Government of Bombay, of the Agricultural 
Credit Organization Committee. We shall later have occasion 
to refer to the main features of the reorganization which followed 
the recommendations of this Committee: a reorganization which 
rested on, and was made possible by, the initiative of the Bombay 
co-operators and their willingness to imdertake a much larger 
responsibility than had till then been theirs in the sphere of 
agricultural credit. 

9. There is another variety of Agricultural Credit Corporation — . 
all-India and not for each individual State — ^which is sometimes 
advocated and which in the last two or three years has more than 
once figured in the deliberations of Parliament. The proposal 
as well as justification for it are indicated in the following words 
by one of its exponents : 

“The co-operative movement, despite its recent growth, touches 
as yet only the fringe of the problem. . . . Even if it were to 
expand until it embraces every village, its resources by the very 
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nature of the Movement are limited and the credit societies will 
still be in need of external funds if it is to satisfy all the demands 
of cultivators. The moneylender, who had been the agricultunst’s 
mainstay, has been put out of business by the restrictive laws made 
by the State Governments and no alternative machinery has been 
created to take his place. The commercial banks cannot undertake 
the work of financing agriculture in view of the dispersed popu- 
lation in the villages and the consequent difficulties in collecting 
the dues. Nor can the Reserve Bank do it. At most it can only 
further liberalize its policy of providing credit to co-operative 
banks but it cannot pump into them the funds on a scale consistent 
with the needs of the agricultural industry; the required finance 
can, therefore, come only from a national organization dealing 
solely with this one problem of rural finance and fed with large 
funds. This organization can distribute loans through similar 
State Corporations to be started or state co-operative banks 
already in the field. It should also be charged with the 
duty of framing agricultural development programmes, giving 
advice to cultivators and sponsoring specific projects. This 
will bring about organic relation between money and the work 
to which it is to be devoted as suggested by the Planning 
Commission. . . .” 

The proposal that there should be an Agricultural Credit Cor- 
poration is sometimes put forward in the form that India should 
establish, as has Pakistan, an Agricultural Development Finance 
Corporation with emphasis not so much on short-term credit, 
even though that too is to be looked after by the institution, 
as on long-term credit for land improvement and development. 
In pinning their faith to some form of All-India Corporation, 
whatever its particular designation or detailed functions, the 
advocates of the proposal are influenced by the following, among 
other, considerations : 

1. The Reserve Bank may expand its credit facilities for 
agriculture, as indeed it has during recent years. It may, further, 
promote suitable organizations in States which at present lack 
them, for fiie purpose of , channelling its credit through them 
to the cultivator. Even so, it is through co-operatiye banks 
alone that by Md large the Reserve Bank can operate in this 
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Sphere of its activities. But co-operatives have been notoriously 
inadequate. The Reserve Bank’s programme may result in an 
appreciable addition to available credit for agriculture; but 
it is not likely to be very considerable even after all possible 
reforms in co-operative organization are carried out in different 
States in accordance with the plans worked out by them and 
the Reserve Bank in conjunction. For medium-term credit, 
especially, the adequacy of the finance likely to be available 
from co-operatives, supplemented by the Reserve Bank, will 
depend primarily on the strength of the share capital structure 
of different state co-operative banks and central co-operative 
banks, as also on the size of their owned funds. The main 
solution must be sought otherwise than through sole depen- 
dence on co-operatives. 

2. There are large areas in which the co-operative credit 
movement is still in its infancy. In these tracts, and indeed 
even elsewhere, it is necessary to promote the quick develop- 
ment of co-operative credit with the help and association of 
the State Governments and the Central Government. Coupling 
this consideration with that of needed co-ordination between 
co-operative activity on the one hand and National Extension, 
including Community Projects, on the other, it is necessary 
that the Planning Commission, the Government of India, the 
State Governments, and not merely the Reserve Bank, should be 
mutually associated at the topmost level of policy and direction. 
An Agricultural Development Finance Corporation would 
ensure such co-ordination within the framework of its consti- 
tution. 

3. From the point of view of the Reserve Bank itself, it is 
inadvisable that its finances and, even more, its higher personnel 
should be tied up too intimately with what after all is only one 
sector, viz., agricultural, of the many-sided functions of the 
Central Bank of the country. While the Reserve Bank should 
certainly go ahead with its present programme, the main res- 
ponsibility for the development of agricultural credit should 
eventually be shifted to another body such as an All-India 
Agricultural Credit Corporation or an AU-India Agricultural 
Development Finance Corporation. 
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It should be noted in this context that, contrary to the views 
just cited, there is a considerable section of opinion which holds 
that in a predominantly agricultural country like India the 
Central Bank cannot well be divested of responsibility for deve- 
lopment, operation and control of agricultural credit, whatever 
the scope and functions of Central Banks may be in the more 
industrialized countries of the West. 



8 


STATEMENT OF PROBLEM: 
OBJECTIVES AND REQUIREMENTS 

“Credit,” says an old French proverb, “supports the farmer 
as the hangman’s rope supports the hanged.” But if credit is 
sometimes ‘fatal’, it is often indispensable to* the cultivator. An 
Indian aphorism in verse tells him that only that village is fit 
te live in which has “a moneylender from whom to borrow at 
need, a vaid to treat in illness, a Brahmin priest to minister to the 
soul and a stream that does not dry up in summer.” Agricultural 
o'edit is a problem when it cannot be obtained ; it is also a problem 
when it can be had but in such a form that on the whole it does 
more harm than good. It may be said that, in India, it is this 
twofold problem of inadequacy and unsuitability that is perennially 
presented by agricultural credit. 

Main Elements of the Problem 

For many reasons, a problem of this kind is more acute for 
agriculture than for any other industry. Agriculture is by its 
very nature rural whereas organized finance, as it has originated 
and developed in many countries, is urban. Agricultural credit 
is, therefore, usually the least institutional and the most dispersed 
of all types of finance. It is, however, not to the nature of the 
credit agency alone that have to be ascribed the main differences 
between finance for agriculture and for other industries. There are 
several features of the agricultural industry itself, such as the 
very small size of the operative unit, dependence on the vagaries 
of the seasons and perishability of products, which distinguish it 
from all other forms of industry. These difificulties, common to 
agriculture everywhere, are peculiarly great for ‘subsistence’ 
agriculture (as distinguished from ‘commercialized’ agriculture) 
which is disadvantageously placed for attracting the finance 
necessary for its business. The economic standard of its farm 
operations is very low. Moreover, a large part of the working 
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funds which the subsistence farmer needs has the appearance of 
being related to his consumption rather than to his production. 
In India, as we have seen, further and more complicated elements 
are introduced into the problem by reason of the socio-economic 
structure of the village, with its characteristics of caste and in- 
equality, with the result that among the main elements of the 
problem of agricultural credit in this country today is included 
not only the financial aspect of providing the needed capital for 
the agricultural industry, but also the economic aspect of develop- 
ment and the social aspect of countering and correcting the 
repercussions on credit of a markedly unequal distribution both 
of status and of possessions. 

2. Against this background, however, there are various tech- 
nical aspects of analysis and classification which must figure in 
any detailed discussion of the problem. All these appear in detail 
in The Sttrvey Report. It need only be recapitulated here that 
among the matters to be kept in view are, on the one side, the 
different types of borrowers, and, on the other, the different agencies 
of credit; there are, besides, the periods and purposes of credit; 
it will be clear from this that one of the main elements of the 
problem of rural credit in India is the aspect of co-ordination, 
e.g., co-ordination of need and purpose with period, co-ordination 
between the agencies themselves, and co-ordination of the system 
as a whole with the objectives of governmental policy. These 
latter, i.e., the objectives of the State in the context of rural credit, 
form the subject of the next section ; while the one which follows 
it deals with the requirements which must be postulated in respect 
of a system of agricultural finance designed to meet those objectives. 

Clarification of Objectives 

3. If the reorganization of rural credit were conceived in purely 
quantitative terms, it would still, in the light of the data of the 
Survey, be a big enough task to undertake. In relation to the 
period covered by the Survey and on the basis of the data recorded, 
the total annual borrowings of the cultivator — short, medium 
and long— may be very broadly estimated for the whole of India 
to be of the order of Rs 750 crores. If, hypothetically, reorganiz- 
ation were to aim at Imlf of this being taken over by one or more 
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institutional agencies associated with Government or working 
in conformity with its policies, the total volume of agricultural 
credit then supplied by such agencies would be more than ei^t 
times the combined accommodation now available from the 
Governments and the co-operatives, after taking into account 
the finance obtained by the latter from the Reserve Bank. But 
much larger agricultural production is one of the main objectives 
of national policy, and the size of agricultural finance will obviously 
have to increase with the size of the production itself. The fact, 
however, is that the problem of rural credit in India is of much 
greater magnitude than if it had been merely one of magnitude. 
This follows from a number of extremely important conside- 
rations which, apart from adequacy of volume, have to be borne 
in mind. These are related to : 

1. The general criteria which a suitable type of credit should 
satisfy ; 

2. The handicaps external to the present institutional arrange- 
ments, and the defects internal to them, which have to be 
surmounted or rectified ; 

3. The further strengthening of those arrangements with the 
object of making the institutional system of which they are 
part an effective alternative to the private moneylender; 

4. The maximum possible conformity of the system to the 
programme of larger agricultural production ; and 

5. The maximum possible observance, in devising the system, 
of certain directives of the Constitution. 

4. The criteria to be fulfilled may be set down as follows in 
the words of M. Louis Tardy : 

1. “It should be granted for a sufficiently long period, 
commensurate with the length of the operation which it is 
designed to facilitate ; 

2. It should be granted at a low rate of interest ; 

3. It should be adequately secured, in order, more parti- 
cularly, to avoid any abuse of credit facilities, but the security 
should not necessarily be material; it should, if necessary, be 
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in the form of a personal credit secured mainly by the borrower’s 
moral standing and farming ability ; 

4. It should be adapted to the average yield and capacity 
for repayment of the farms, particularly during periods of 
economic depression; 

5. It should be placed in the hands of institutions the 
directors of which have received special training and had actual 
banking experience.”^ 

We may briefly consider some of these criteria in their relation 
to present conditions in India. The first relates to conformity 
between the period of the loan and the purpose of the operation. 
Private agricultural finance is unconcerned about purpose; while, 
as regards period of repayment, private loans tend, for various 
reasons, to be either too rigid on the one hand or too elastic 
on the other. Such little institutional finance as is available from 
co-operatives formally purports to be short-term for the most 
part, whereas in actual practice it tends to be medium-term or 
even long-term ; at the same time, there is no effective supervision 
over purpose. The last observation applies with even greater force 
to institutional finance from Government. The second criterion 
relates to a low rate of interest: private finance has no such object 
in view; co-operative finance is often unable to achieve it; and 
Government finance, which sporadically aims at it, does so 
without plan or co-ordination. The third desideratum regarding 
the form of security is something which neither private nor 
institutional finance satisfies today. The fourth criterion, which 
is adaptation of repayment to fluctuations in production and. 
price and, therefore, in repaying capacity, is of great importance 
in this country. The obverse of this requirement is the ability of 
the credit agency itself to withstand the deferment of dues; the 
plight of co-operatives after the depression of the thirties demon- 
strated the lack of such ability. This consideration, therefore, 
underlines the need for some form of stabilization of institutional 
credit for agriculture, e.g., through reserves built up during the 
more prosperous years. The last of the requirements mentioned 
above relates to trained personnel, again a matter of importance. 


1 Report on Systems of Agricultural Credit and Insurance^ League of Natieiis. 1938, p. 35. 
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as is demonstrated by the working of the generality of co-operative 
organizations in India. 

5. Passing on to the next set of considerations, a distinction 
may be drawn between the handicaps which a system of finance 
can only seek to coimteract, and not remove, and defects or 
shortcomings which are within its competence to rectify. The 
foreign experts, whose report was made available to the Central 
Banking Enquiry Committee, listed, more than twenty years ago, 
a number of handicaps to the proper operation of agricultural 
finance in India, such as xmcertainty concerning most crops in 
parts of India owing to drought conditions, small size of holdings 
and their fragmentation, ineflicient marketing of produce and 
illiteracy. 

In certain respects, significant changes have been initiated in 
regard to some of these conditions. However, one of the basic 
han^caps with which any system of agricultural finance in India 
will have to contend remains, namely, the smallness of the 
operating unit of the cultivator. The main implications of this, 
from the point of view of credit are: (1) One of the major ways of 
increasing production will be the more intensive use of seed, 
fertilizer, etc. These will have to be provided on credit, preferably 
m kind, to the smaller cultivator. (2) The impracticability of dealing 
institutionally with a very large number of relatively small culti- 
vators points to the need for the co-operative type of finance rather 
than the ‘corporation’ type in which the financing organization 
deals direct with the individual cultivator. 

Main Requirements in a Solution 

6. In the objectives discussed in the last section are implicit 
some of the main requirements which reorganization must fulfil. 
The manner of fulfilment can only be considered at a later stage 
and after much fuller examination of the problem. Meanwhile, 
we may tentatively list the main requirements which the re- 
organized system of institutional credit should satisfy : 

1. It should be associated vnth the policies of the State, 

especially those which aim at larger rural production. 
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2. It should be an effective alternative to— though not 
necessarily a complete substitute for — ^the private agencies of 
credit. 

3. It should have the strength of adequate resources and 
of well-trained personnel, as distinguished from the weakness 
which at present characterizes co-operative credit whether 
in finance, administration or supervision. 

4. It should be in a position to co-ordinate its activities 
not only internally in relation to the different sectors pertaining* 
to short-term, medium-term and long-term credit, but also with 
complementary arrangements for marketing, processing and 
other important economic activities of the cultivator. It should 
also be in a position to co-ordinate its activities with those of all 
the important institutional agencies, including Government, 
which are engaged in guiding the villager, improving his methods 
of cultivation, supervising his operations or educating him to 
avoid wasteful practices. 

5. It should pay special attention to the needs of the 
medium and small cultivator, and should, therefore, be based 
on a type of security that, consistently with its adequacy from 
the point of view of the creditor, will enable as large a body of 
solvent producers as possible to use the facilities available 
through it. In other words, it should lend not merely on the 
security of land and other more usual forms of security, but 
also on the security of anticipated crop. 

6. It should disburse credit in a constructive way for the 
positive benefit of both producer and production; it should, 
therefore, eJBFectively supervise the use of credit and constantly 
bear in mind the borrower’s legitimate needs and interests. 

7. It should be such that it helps in the effective growth 
and development, from the village upwards, of the co-operative 
form of association. This follows from the fact that agricultural 
credit in this country, considered as an organized system with 
certain purposes to be fulfilled from the point of view of State 
policies, must necessarily be organized on the basis of an 
association of cultivators in the village. There is every reason 
why such an association should be co-operative. An associa- 
tion of borrowers obviously ought to depend as much as possible 
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on mutual aid, develop their own strength and at the same time 
cultivate the habit of thrift among themselves. The co-operative 
credit society, as first introduced into this country, was intended 
to undertake these very tasks. Today, more than ever before, 
there is every reason for an institutional system of rural credit 
to be based on a co-operative association in the village. 

With these considerations in mind the record of various credit 
agencies, private, State or state-associated, are examined in the 
next few chapters, in order to assess past performance and future 
significance. 
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RECORD OF MONEYLENDERS, 
TRADERS AND INDIGENOUS BANKERS 


The data derived from the General Schedule reveal that, during 
the year of the Survey, the private credit agencies taken together 
(excluding commercial banks which are dealt with in the next 
chapter, but including professional moneylenders, agriculturist 
moneylenders, relatives, traders and landlords) supplied about 
93 per cent of the total amount borrowed by cultivators. The 
combined contribution of Government and the co-operatives 
was about 6 per cent of the total, each accounting for about 
3 per cent. As for commercial banks, 1 per cent represented the 
insignificant part played by them in the direct financing of the 
cultivator. The different percentages are as follows : 


Pattern of Supply of Private Credit 


Credit agency 

Proportion of 
borrowings from 
each agency to 
the total borrowings 
of cultivators 

Government 

Per cent 

3*3 

Co-operatives 

3*1 

Relatives 

14*2 

Landlords 

1*5 

Agriculturist moneylenders 

24*9 

Professional moneylenders . 

44*8 

Traders and commission agents 

5*5 

Commercial banks 

0*9 

Others 

1*8 

Total .. 

100*0 


The private moneylender thus dominates the scene, the pro- 
fessional moneylender with about 45 per cent, and the agriculturist 
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moneylender with nearly 25 per cent of the total. One noteworthy 
aspect which is common to both professional and agriculturist 
moneylenders is that about four-fifths of the debt owed to either 
class is unsecured. 

2. Loans from relatives accounted for 14 per cent of the report- 
ed borrowings of cultivators, all such loans, by virtue of the 
definition of the term ‘relative’ for the purposes of the Survey, 
being interest-free. About 6 per cent of the total borrowuigs 
of cultivators was from traders and commission agents. It must, 
however, be noted that several moneylenders, especially urban 
moneylenders, combine other activities with moneylending. The 
proportion of reported borrowings from traders and commission 
agents was quite high in some of the more commercialized 
districts. But there is only a very thin line of distinction between 
what the trader may professedly advance as ‘loan’ and what he 
may virtually advance as instalment of purchase price. It is 
noteworthy that, in certain districts, a very high proportion of the 
total advances from traders, formally classed as loans, carried 
no interest. We have elsewhere drawn attention to the fact that 
in many instances, sales of produce in the village noticeably pre- 
ponderate over sales outside the village. In a significant number 
of districts in which village sales were a marked feature, the culti- 
vators reported themselves indebted to the traders in respect of 
a large proportion of the sale transactions they had entered into 
with the latter. 

Certain Other Aspects of Private Credit 

3. We have seen that among creditors the moneylender, and 
among moneylenders the professional moneylender, dominates 
rural credit. The dominance itself has been made possible by the 
inefifectiveness of all attempts hitherto made to organize a com- 
petitive agency for the supply of credit for the rural areas; the 
main fact meanwhile is that the needs exist and must seek such 
fulfilment as they can in the given conditions. It would be wholly 
incorrect to think of the moneylender as merely exploiting those 
needs; he also adapts himself to them. Among other things, it is 
this adaptation which explains his survival in the^viUage, whereas 
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lemslation which has sought to control him survives by and 
^ “ Wer. It is niessary that wa try aad uhtostand, 

if we canjthe ways of the moneylender as he pursues his calling 

^Mrst there is little that escapes his eye in the circumsta^s 
of Ms deuS or of those who may one day be his debtors. What 
cooperatives merely postulate, he actually possesses, 
a local knowledge of the ‘character and repaying capacity of 
tlinse he has to deal with. 

Second he has different kinds and degrees of hold on those 
to whom he chooses to lend. Least important of all for ^ is the 
ASQihilitv of having recourse to the law; and almost as ummportant 

i» <1>= of “s debioA 

orSerty^This predisposes him, in most cases, to Jspense mth 
the^reauirement of land as security, an aspect to which we have 
ItadJ referred. Usimlly, the eompiilsion wUch he depend, n^n 
he ha. r.a.on to hope wiU opiate ^ 

4.* oiixf Tf need be of course, he is prepared to exert 
Sff^nd seUn motion Me forces of compulsion, ^ose forces 
social or economic or both. They are differed for different 
S,tS but are in each case related to how the debtor is (urcum- 
Glanced* in the village. The social compulsion is connected wiM 
^nsidtrations such as loss of ‘face’ or local prestige, c^te 
disapproval, possible pressure through the caste panchayat and 
f vSSr of other social sanctions which, because they happen 
to “^tangible, are not on that account any the less powerfiM 
Stem are So a number of ways of economic compulsion. One 
^ of pressure is that which the moneylender can hi^elf exert 
STLitening to withhold further credit. Another is that wMM 
imay be possible to apply through some other creditor, especiaUy 
the trader from whom the cultivator may have taken an advice- 
Both these varieties of pressure become one ^ Me same rf tM 
monevlender is himself Me trader, as is so often the case. Smce 
moneinder, trader and landlord-not to mention viUage headman 
and ^age accountant-are not wiMout Meir code of mutual 
obligation in Me village, it inay also happen, in some instances, 
Mat^ Me moneylender approaches Me borrower s landlord, ff he 
has one; for, to Me owner of Me land Me cultivators hkely to 
have been beholden already in more ways Man one. These do not 
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exhaust the various ways of applying the economic sanction; 
but they are fairly illustrative. 

Third, it does not follow that he will invoke the forces of 
compulsion the moment payment has become due. This is a 
matter on which, being unfettered by institutional codes, he 
can be as rigid or as elastic as realism dictates. Often, of course, 
he has to reckon with the fact that both debtor and he will have 
to continue to live in the same village. 

Fourth, having, in the light of all these possibilities, decided 
on whether and how much he is going to lend and on what 
terms, he is free to follow as flexible a procedure as he likes in 
regard to the actual operation of lending. He may or may not 
insist on a formal document of debt, though he usually does. 
With due regard to what he wants, and having meanwhile arrived 
at his own reading of the situation generally, he proceeds to 
consider whether it is worth while to make the document conform 
to truth ; if he concludes that it is not, his next step is to decide 
on the precise extent to which the record shall deviate from the 
more accidental facts of the transaction such as principal, interest, 
period of repayment and security. Finally, he may, if forced to it, 
even decide to alter the nature of the transaction itself, and, 
for example, contrive that loan is entered as sale, if the former 
is inconvenient. 

Fifth, and perhaps most important of all — and at the same 
time illustrative of his adaptation to needs — ^is his ability 
promptly to hand over the money, in order that some expen- 
diture which brooks no delay may be helped to be met at 
once ; there is no need for him to await someone else’s sanction, 
and the compulsions mentioned above enable him, if he so 
chooses, to dispense with or postpone all or any of the legal 
formalities. 

If, to the substance of the technique described above and to 
the realities of the village setting in which the technique operates, 
we add the fact of the moneylender’s virtual monopoly of rural 
credit, we shall have got together the essentials bf the situation. 
It is one in which practically the only credit agency accessible 
to the cultivator is either *good’ or ‘bad’, extortionate or reasonable, 
6 
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according as a combination of circumstances in each village dictates. 
The combination includes two important items among many 
others. One of these is what sort of person the particular money- 
lender happens to be. The second is whether there exists, in the 
village itself, anything which is likely to frighten the moneylender 
in his turn. In other words, just as he uses certain sanctions against 
the debtor, are there similar sanctions which can be used against 
him, the creditor? Different villages will provide different answers, 
except of course that nothing internal to the village seems so far 
to have succeeded in subduing or dislodging any large number 
of moneylenders. The private moneylender shows no signs of 
disappearing. That brings us to the point that, after all, the merit 
as well as the demerit of private credit is that it is private; and 
the real question — ^which will come up for mention in a subsequent 
part of the Report — ^is whether this matter can be left to be 
worked out by the local socio-economic conditions of each village 
in conjunction with the private resources and private virtues 
(or the lack of them) of the moneylender or moneylenders of 
each village. 

Several respondents to the Committee's Questionnaire see 
in the elasticity of his operations the main explanation of the 
survival and dominance of the moneylender’s credit. It emerges 
very prominently from the Survey that the professional money- 
lender is one of the very few creditors who lend largely on 
personal security as distinguished from the security of immovable 
property. The explanation is to be found in the description we 
have given of his technique and of the conditions in which he 
employs it. 

But when it comes to the rate of interest, neither the money- 
lender, whether professional or agriculturist, nor his close associates, 
the landlord and (sometimes) the trader, are seen to exercise much 
restraint on themselves. Thus, according to the data collected by 
the Survey, the proportion to the total borrowings of cultivators 
from private credit agencies (other than commercial banks) of 
such of those borrowings as bear a rate of interest of 25 per cent 
or more is as high as 70 per cent in Orissa, 49 per cent in Tripura, 
40 per cent in West Bengal and in Himachal Pradesh, 29 per cent 
in Uttar Pradesh and 27 per cent in Bihar. Nor are annual 
interest rates of 50 per cent or above infrequent in certain 
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areas. It follows that moneylending legislation has had little effect 
on what the cultivator is actually charged as interest by the 
moneylender. 

To the very small extent that the indigenous banker (defined, 
for the purposes of the Survey, as a moneylender who accepts 
deposits and deals in hundis) lends direct to the agriculturist, 
the latter makes no distinction between him and other money- 
lenders, especially urban moneylenders. Such loans from the 
indigenous banker, therefore, are on the ‘demand’ side of the 
Survey reflected, by and large, in the borrowings reported by 
the cultivators as from professional moneylenders. From the 
point of view of the study of the ‘supply’ agencies, however, 
it would be both more correct and more convenient to regard 
indigenous bankers (along with commercial banks) as part 
of the financial superstructure of private credit, of which the 
primary base consists largely of the professional and agriculturist 
moneylender. 

4. The total number of village moneylenders interviewed for 
the purposes of the Survey was 622 all over India. Of these, 174, 
or about 28 per cent, said that their fi nancial operations made 
it necessary that they themselves shoidd borrow. Further, out of 
these 174, as many as 78 per cent mentioned ‘ other moneylenders ’, 
some 6 per cent mentioned indigenous bankers and 4 per cent 
referred to commercial banks, as sources available to them for 
financing their transactions. The ‘other moneylenders’, if only 
because of the size of resources requisite in a lender who finances 
another lender, may be presumed to be the bigger moneylenders 
in the towns. 

Of the 2,854 urban moneylenders interviewed all over India, 
some 966, or about 34 per cent, said that they themselves had 
to borrow in order to finance their transactions. Out of these, 
some 84 urban moneylenders, or 9 per cent, mentioned indigenous 
bankers as the available source, while as many as 673, or 70 per 
cent, said they could borrow from ‘other moneylenders’; these 
others, to be an effective source, can only be the largest among 
the urban moneylenders. Another figure remains to be mentioned. 
Out of the 966 urban moneylenders who stated that they themselves 
had to be financed, some 320, or 33 per cent, referred to com- 
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mercial banks as their resort for borrowing. The Survey data also 
generally indicate that the commercial banks, as a whole, have 
assumed more importance than any other single agency (including 
the indigenous banker) for the jSnancing of the trader in agricultural 
commodities. It should, however, be noted that wholesalers and 
export firms are also of considerable significance as financiers of 
retail traders in agricultural commodities ; indeed, in some districts, 
they are the most important credit agency available to such 
traders. 



10 

RECORD OF COMMERCIAL BANKS 


If commercial banks have already come in for mention in the 
last chapter, it is because they occupy a significant place in the 
financial superstructure that is available to the village moneylender, 
the urban moneylender, the indigenous banker and the trader 
in agricultural produce. We have yet to consider the commercial 
banks in relation to the cultivator, the co-operatives and, as a 
specific type, the wholesale trader in agricultural connnodities. 
It is this part of the record that we shall examine in this 
chapter. 


The Cultivator and Commercial Banks 

Summing up the role of commercial banks in agricultural credit, 
the Indian Central Banking Enquiry Committee said in 1931 : 

“We have already remarked that the joint-stock banks play 
little direct part, and the Imperial Bank much less, in the supply 
of credit to the agriculturists. . . . Banks, however, do finance 
agriculture indirectly by financing merchants who give advances 
to the small village dealers; and some banks lend direct on the 
pledge of produce and valuables and on mortgage. . . . The 
Bombay Committee have reported that the Imperial Bank of 
India has recently begun in the Bombay Presidency to finance 
big landlords on personal security with sureties, or on the security 
of produce or of gold. The Managing Governor of the Bank has 
stated in his evidence that the policy of the Bank since its inau- 
guration has been to encourage advances at reasonable interest 
against personal security with at least two good names supported, 
if possible, by the hypothecation of crops and also against the 
pledge of agricultural produce and gold. . . 

Indication is forthcoming from certain data — ^which however 
we are unable to publish since the Imperial Bank has refused us 

1 The Indian Central Banking Enquiry Committee, 1931, Majority Report, p. 191. 
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permission to do so — ^that at the end of 1950-1, after twenty 
years of operation of the ‘policy’ to which so pointed an attention 
had been drawn by the Managing Governor (as he was then 
called) of that institution, the amounts advanced by the Imperial 
Bank for ‘agricultural production’ constituted a wholly insigni- 
ficant proportion of its total advances. We may, however, refer 
to the data for all reporting scheduled banks (including the 
Imperial Bank) available in the quarterly Survey of Bank Advances 
of the Department of Research and Statistics of the Reserve Bank. 
These reveal that only 2* 7 per cent of the total advances of 
scheduled banks was for ‘ agricultural production ’ as on 30 June 
1951. The corresponding percentage for all reporting non-schedided 
banks was about 5' 5 per cent on 30 June 1951. If all reporting 
banks (Imperial Bank, other scheduled banks and non-scheduled 
banks) are taken together, the actual amounts outstanding on 
this account during the course of 1951 were Rs 14 ‘9 crores 
(March), Rs 18*3 crores (Jvme), Rs 19 ‘9 crores (September) and 
Rs 15*5 crores (December). Here again, the figure for the quarter 
ended 30 June 1951 was roughly 3 per cent of the total advances 
of all reporting commercial banks in India. The data of the Rural 
Credit Survey indicate that the credit obtained from commercial 
banks by the cultivator was less than 1 per cent of his total 
borrowings and even so was confined to a few districts. In 44 
out of the 75 districts selected for the Survey, not a single pie 
was reported as having been borrowed by cultivators from a 
commercial bank. 

CO-OPBRATIVES AND COMMERCIAL BANKS 

2. In a total working capital of Rs 36*72 crores of all the state 
co-operative banks in India as on 30 June 1952 loans from 
commercial banks amounted to Rs 2*51 crores or less than 7 per 
cent of the total. Small as it is, the figure is misleadingly large; 
for, out of the Rs 2*51 crores, a major part represented a loan 
which, on State guarantee and in effect as agent of Government, 
the Madras State Co-operative Bank obtained from the Imperial 
Bank for purposes largely connected with food control, i.e., the 
procurement etc., of foodgrains. Even more negligible is what 
district co-operative banks and banking unions manage to get 
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by way of credit from commercial banks, the all-India average 
being r? per cent. 

Wholesale Trade and Commercial Banks 

3. It is seen from data collected by the Department of Research 
and Statistics of the Reserve Bank of India (quarterly Survey of 
Bank Advances) that the advances of commercial banks to 
wholesale trade in agricultural commodities amounted to about 
17 per cent of their total advances on 30 June 1951 ; a large 
portion of such credit was in respect of agricultural commodities, 
such as cotton, jute, oilseeds and sugar, more especially cotton, 
which are of major significance to the commercial community. 
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RURAL CREDIT AND THE SUPER- 
STRUCTURE OF BANKING 

From the private credit agents such as moneylender, trader 
and indigenous banker and from the commercial bank which, 
besides being one such agent itself, is also part of the financial 
superstructure of the other agencies of private credit, we may 
turn to the larger monetary and banking superstructure of the 
country and consider the bearing of its operations on the working 
of the rural credit system. 


Cultivator’s Need for Credit 

2. The cultivator’s need for credit arises in a number of different 
ways. He may, in the course of business, want short-term funds 
for current production; he may require a medium-term loan for 
purchase of livestock ; or he may have to borrow long-term for 
digging a well or improving his land. We have seen in Volume I 
the intimate connexion between the economy of the district and 
the pattern of borrowings for current expenditure on farm business. 
Not as pervasive a relationship between regional crop economy 
and borrowing is present in the context of medium-term finance 
for production. Borrowing for long-term production is determined 
largely by the physical conditions of the tract and the possibilities 
of development presented by them. Borrowing for family 
expenditure has no such clear relationship with the physical 
characteristics and crop pattern of the region or the district. 
Its obvious connexion is with the level and composition of 
family expenditure. 

Resources of the Cultivator 

3. Looking at the other side, i.e., the resources of the cultivator, 
it is dear that the cash realized from sale of crops is ordinarily 
available only at certain times during the year, whereas the 
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expenditure is more evenly spread over the year. The Survey data 
on cash receipts and expenses show large variations in the volume 
of cash transactions of the average family and in the proportions 
which cash utilization bears to total transactions. Where farm 
produce is the chief item of owned resources and little is sold 
for cash or paid for in cash, the economy is also one in which cash 
expenses are very low compared with total expenses and cash 
sales of crop disproportionately small compared with the total 
value of the produce. This may be called a ‘low monetized’ or 
‘subsistence’ economy. On the other hand, there are economies 
where the produce of the farm is not in large part confined to 
food and other crops required for the sustenance of the cultivator 
and his family. In such cases the bulk of the produce is sold for 
cash by the cultivator; he buys from the proceeds the commo- 
dities needed for family consumption; and out of them he also 
finds the outlay needed for current farm business. In such an 
economy, cash expenses on the farm are a substantial part of the 
total expenditure incurred on it, and cash proceeds from the sale 
of crops etc., account for much the larger portion of the gross 
value of the produce. 

How Demands for Credit are Met 

4. We may next examine how the demands for cash loans by 
the cultivator are in practice usually met. We may first consider 
the private credit agencies. Here again it would depend on the 
type of economy of the tract whether these agencies are large or 
small in number and their resources ample or scanty in size. 
In a farming economy in which the produce was largely marketed 
and the process of cultivation required large outlays on purchase 
of materials, the agricultural sector of activity would by itself 
afford considerable scope for the business of trading and the 
business of moneylending. In practice, the business units might be 
such as combine moneylending with trading. There would arise 
out of the trading activity a constant turnover of funds ; this would 
enable the business units to be put in possession of loanable funds 
at appropriate times ; and these funds would be utilized for the 
complementary activity of moneylending. But at this stage arises 
the extremely important consideration that the trading-cum- 
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moneylending activity would also be greatly dependent on the 
availability of a credit mechanism of the banking and remittance 
type, and therefore be intimately associated, in regard to its own 
development, with the extension of that mechanism. 

On the other hand, in areas where there is little by way of sale 
of crops or cash outlay on farming, rural trading and other 
activity would be confined to providing for consumption needs ; 
even these needs, in a subsistence economy, would tend to be 
largely met, internally, in kind ; so that total trading would be 
small and, at any point of time, the cash resources of both the 
cultivators and the non-cultivators in the area would be limited. 
In such an economy, through lack of an affluent class with 
adequate resources, such as trader or large cultivator, the number 
of persons who could engage in moneylending would be small 
and the resources of those actually so engaged would be limited. 
Further, because of the smallness of business turnover and the 
lack of banking and remittance facilities, liquidity of funds would 
be of extreme importance for moneylending as for other types of 
business ; and there would be need for maintaining in the form of 
cash a relatively high proportion of the resources used in these 
activities. All this would mean that much greater difficulty would 
be experienced by the people of this tract in meeting their periodical 
or occasional demands for cash expenditure than would be the 
case in the commercialized and monetized areas. 

Role of Commercial Banks 

5. The main components of the modern banking structure 
are the commercial banks which are helped in their activities 
by facilities afforded by the monetary and banking superstructure 
in the direction, for example, of remittance of money in cash and 
by cheque. Further, they are enabled to economize in the use of 
resources by being provided with facilities for ready short-term 
investment and ready short-term borrowing. The key instrument 
of the monetary authority in the affording of these facilities is 
the branch of the Imperial Bank which, itself a commercial bank 
in the main, understandably follows more or less the same lines 
as other commercial banks. The result is that there is a concen- 
tration of these facilities in the more commercialized and monetized 
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agricultural regions in which not only is the total service more 
effective, but its cost is less. The more commercialized the 
agricultural economy of the area, the more conspicuous the 
concentration of these facilities. The effect of this important trend 
has been cumulative; on the one hand there has been brought 
about an increase in resources and services and a decrease in costs 
of service in particular areas favourably situated in this regard; 
and, on the other hand^ there is retarded development, limited 
resources, restricted facilities and high cost of service in areas 
where the opposite situation prevails. 

A word may be said in this context regarding the development 
of co-operative agencies which are undoubtedly more specifically 
related to the financing of agricultural production than are 
commercial banks. Theoretically, therefore, their development 
would assume a pattern that need not necessarily fit into the 
picture we have considered. But even finance for production would 
be more largely required in the commercialized or monetized 
economies than in those of the subsistence type. Moreover, in the 
less monetized areas, co-operative societies and co-operative 
financing agencies would suffer from lack of remittance and 
other facilities which the banking superstructure alone could 
afford. In the absence, therefore, of a positive policy and deliberate 
well-directed effort, even the extension of co-operative credit would 
tend to follow the pattern already described. The result would be 
that a continuous neglect of backward tracts would go hand in 
hand with the further development of areas which had already 
benefited. 


Credit Superstructure for Backward Tracts 

6. In planning the development of backward tracts, the fibrst 
problem to consider would thus be the establishment of an 
appropriate superstructure of credit. In particular, if there is 
to be investment of capital for planned development, a beginning 
has to be made with the importation of the necessary resources 
from outside these areas. The imported resources have then to be 
distributed to the scattered farm business units for purposes of 
investment; at a later stage, the credit requirements of these units. 
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both for business and for family expenditure, have to be con-- 
tinuously financed. In the absence of a suitable credit structure, 
development would be rendered impossible in these particular 
tracts by paucity of resources and high rates of interest. Even if the 
question were confined to the development of co-operative credit 
and marketing, an inescapable requirement would be the establish- 
ment of a superstructure which supplies the needed cash along 
with an adequacy of loanable funds. 


Relevant Survey Data 

7. If the foregoing brief analysis has some claim to validity,, 
the data of the Survey should point to there in fact being an 
association between the various factors mentioned. In relation 
to different tracts, these factors are the commercialization and 
monetization of the economy, the availability of private lending 
agencies (especially at the village level), the resources of these 
agencies, the rates of interest they charge, the extent of develop- 
ment of commercial banking, the distribution of the branches 
of the Imperial Bank, and the degree of development of co-operative 
financing agencies. 

In considering the Survey data from the point of view of this 
analysis, it will be necessary to classify the selected districts in 
two different ways : (1) according to the broad character of their 
economy and (2) according to the level of the range of interest 
rates charged by private credit agencies. As regards (1), the 75 
districts surveyed may be divided into three broad categories : 
^subsistence’ — (category A) ; "monetized’ (but not particularly 
commercialized) — (category B); and "commercialized and mone- 
tized’ — (category C). The other broad classification has to be related 
to the range of interest rates charged by private credit agencies* 
A convenient index for this purpose would, in respect of each 
selected district, be the proportion which the volume of borrowings 
at 18 per cent or more bears to the total volume of borrowings 
(the borrowings in either case being from the principal private 
credit agencies). The 75 districts surveyed might be arranged in the 
descending order of magnitude of these proportions and then 
divided into 5 equal groups of 15 each. The grouping of the 75 
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districts according to these two types of classification is as 
follows : 


Category A 
(Subsistence) 

Category B 
(Monetized) 

Category C 
(Commercialized 
and monetized) 

Group I : Very high 
Palamau 

Jaunpur 

Shivpuri 

Malda 

Drug 

Jhabua 

Shajapur 

Bilaspur 

Deoria 

Hazaribagh 

Group I: Very high 
Hatnirpur 

Mohindergarh 

Agra 

Sawai Madhopur 

Sirohi 

Group I: Very high 

Nil 

Group JI : lEigh 
Monghyr 

Puri 

Raisen 

Chanda 

Bhagalpur 

Sultanpur 

Sambalpur 

Midnapore 

Ballia 

Group II : High 
Meerut 

Aligarh 

Kanpur 
j Chittorgarh 

Group II: High 
Parbhani 

Osmanabad 

Group HI : Medium 
Bhilsa 

Koraput 

Rewa 

Sitapur 

Sagar 

Satna 

Burdwan 

Group III: Medium 
Shahjahanpur 

Tripura 

Hissar 

Sirmoor 

Bhatinda 

Group III : Medium 
Mahbubnagar 

Ratnagiri 

Akola 

Group IV: Low 
Mirzapur 

Group IV : Low 
Nainital 

Ramanathapuram 

Jullundur 

Jalpaiguri 

Banner 

Nizamabad 

Group IV: Low 

West Khandesh 

Nagpur 

Sorath 

Bijapur 

Kolhapur 

Hassan 

Malabar 

Quilon 
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Category A 
(Subsistence) 

» Category B 
(Monetized) 

Category C 
(Commercialized 
and monetized) 

Group V: Very tow 

Group V: Very low 

Group V : Very low 

Chingleput 

Coimbatore 


Jaipur 

Poona 


Hoshiarpur 

Ahmedabad 

Nil 

West Godavari 

Cuddapah 


Kamrup 

Kumool 


Chum 

Broach 


Cachar 

Lalchimpur 

Bangalore 


We may now consider the groups in relation to the economy 
of the districts included in the different groups, as also with 
reference to the extent to which facilities are available from the 
Imperial Bank, other commercial banks and co-operative financing 
agencies. The extent of development of these agencies of insti- 
tutional credit in the different districts may be broadly judged as 
reflected in a few simple indices. For the Imperial Bank and the 
other commercial banks, the number of rural families per available 
unit (branch or other office of the bank) functioning during 1951-2, 
the year covered by the Survey, may be taken as an index of the 
stage of development. It would not do to take merely the number 
of available offices, since it makes all the difference whether it is 
a very populous district or a very sparsely inhabited one, which 
happens to have, say, a single branch of a commercial bank. 
For central co-operative banks (and other ‘central financing agencies’ 
like branches of the state co-operative bank), however, number- 
cum-population would not be a suitable criterion; indeed, there 
are several districts where the availability of co-operative finance 
is relatively low, but the number of central co-operative banks 
per district happens to be particularly large. For these banks, 
therefore, we may adopt, as criterion of the stage of develop- 
ment, the average amount advanced as worked out per rural 
family in each district. Certain outstanding features regarding 
each of the five groups are mentioned below in the light of these 
aiteria. 



RELEVANT SURVEY DATA 


79 


Group I {Very high interest rates) 

Of the 15 districts in which the interest rates are the highest, 
10 belong to category A (subsistence) and 5 to category B (moneti- 
zed). It is of significance that not a single district belonging to 
category C (commercialized and monetized) falls in this group of 
very high interest rates. The operations of the Imperial Bank have 
not appreciably extended to districts of this group. For the group 
as a whole, on an average, there is only one branch of the Imperial 
Bank for about 3,73,000 rural families. Commercial banking 
too is poorly developed in the group, there being, on an average, 
only one office of a commercial bank for about 46,000 families. 
The co-operative central financing agencies in this group of districts 
advanced less than Rs 4 per rural family during 1951-2. 


Group II {High interest rates) 

In this group, as many as 9 districts are again from category A 
(subsistence) while 4 belong to category B (monetized). The 
remaining 2 districts are from category C (commercialized and 
monetized). On an average, the Imperial Bank has one branch 
per 1,37,000 rural families in this group. Commercial banking 
is also not well developed and one commercial bank office serves, 
on an average, 40,000 rural families. In several of the cases, 
the number of families per unit is significantly large. Advances by 
co-operative central financing agencies averaged about Rs 12 
per rural family. 

Group III {Medium interest rates) 

The third group comprises 7 districts from category A (subsistence), 
5 from category B (monetized) and 3 from category C (commer- 
cialized and monetized). On an average, there is one office of the 
Imperial Bank in this group of districts for about 90,000 families. 
It has, however, to be noted that in as many as 8 districts, 2 from 
category C and 6 from categories A and B together, there are no 
branches at aU of the Imperial Bank. There is one office of a 
commercial bank for about 21,000 rural families in this group of 
districts, as compared with one office for about 40,000 and 46,000 
families, respectively in Groups II and I. Co-operative central 
financing agencies do not function in 3 districts; where they do 
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fuBCtion, the level of advances from them is genetaUy somewhat 

higher than in Group II. 


S^^omth^oup Wildes I'district from category A (sabsistenceh 

f?om Wry B (mone^) S 

(commercialized and monetized). As co“P resard to 

and ni this group is as a whole shghtly worse off m regard to 
SduS; afforded by the ImpeHal Bank, there being on m avera^ 
“ eWh fm about 1,78,000 rmd faimli». 
noticed, however, that the avera^ is affected ^7 
Imperial Bank has no branch at all m »» ”““7 “ ® 

4 of these as it happens, belonged to the erstwhile p y 
m wSa me ImpSal Bank Imd no. ^tended its a^wUes^n 
..tTvttiine like the same scale as was applicable to the tomer 
‘British India’. Commercial banking is relatively 
^rdeveloped in this gronp of distriets. On an average, to is 
one office of a commercial bank for about 7,000 faim es, vr 
a considerable improvement over the three precedu^ u 

L3S snpeltractuie is generally well developed, thou^ 
there are 3 districts which are without cooperative central 
todS^aiul. For m. group as a whole the advimee, from 
these agencies averaged about Rs 37 per rural fami y. 


Group V (Very low interest rates) 

The W group of districts (in which interest rates are the loj®st) 
comprises^ districts of category C (commercialized and monetize^ 
and ^8 districts of category B (monetized). It is significant that 
category A (subsistence) does not figure at all m ^s 
There is on an average, one branch of the Impenal Bank for about 
1,02,000 families in this group of districts. This average is largely 
Muenced by 4 districts in which the Impenal Bank does not 
operate ; it noteworthy that all these 4 districts are in catego^ 
As in the case of the fourth group of districts, ^mmeraal 
banking is relatively well developed. On an average, there is one 
office of a commercial bank for about 10,000 famihes. In 6 ffistacts 
4 of them pertaining to category C, there is one ^ 

less than 10,000 famiUes. The advances of co-operative central 
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financing agencies in this group work out to an average of Rs 44 
per rural family. 

A few observations may be made by way of summing up the 
above data. As judged by the average levels of borrowing, credit 
is most available in districts of category C (commercialized and 
monetized), less in category B (monetized) and least in category A 
(subsistence). Further, in point of development of structure, 
commercial and co-operative banking reaches a relatively high 
level in districts of category C ; it is less well developed in 
category B ; while in many of the areas included in category A 
it is either ill developed or not developed at all. Finally, attention 
may be drawn to the fact that, with one exception, the districts 
with ‘ low ’ and ‘ very low ’ interest rate levels are in tracts which 
are monetized (category B) or both commercialized and monetized 
(category C). Not only the activities of commercial banks, but also 
of co-operative financing agencies, are of a significantly higher 
order in the monetized, or commercialized and monetized, areas 
than in the regions characterized by a subsistence economy. The 
pattern of development of the Imperial Bank is broadly similar ; 
here again it is the subsistence tracts that are most without the 
facilities provided by that state-assodated institutioa. 
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RECORD OF CENTRAL GOVERNMENT 
AND STATE GOVERNMENTS 

Agricultural credit from Government takes the age-old 
form of taccavu The legal framework is provided by two well- 
known pieces of legislation, the Land Improvement Loans Act 
of 1883, and the Agriculturists’ Loans Act of 1884. The former is 
broadly concerned with long-term loans and the latter with short- 
term accommodation. It is these parent Acts or their derivatives 
and variants, together with the rules under each, that operate 
in most States, incidentally bringing about a broad measure of 
uniformity in the credit dealings of State Governments with their 
agriculturists. A dependence on the revenue agency for the dis- 
bursement of taccavi and the difficulty of finding money for the 
financing of it are two other characteristics conomon to most States. 
A relatively recent, but very important, development is the grow- 
more-food scheme which, by virtue of the Central assistance 
behind it, has resulted in a noteworthy expansion of the financial 
content of taccavi without, however, any significant alteration in 
its legal and administrative mould. The only other important recent 
development is the inclusion of agricultural finance in the various 
forms of assistance given under a number of schemes in different 
States for the rehabilitation of displaced persons. 

« Taccavi” 

2. Taccavi has a vital role in times of famine and distress. 
Indeed its historical origin lay in this particular function. It has, 
further, a potentially important part to play in relation to specially 
backward areas or classes of people. To assess the system, however, 
one must exclude these contexts and place it in a more normal 
setting and consider it as a system of supply of agricultural credit 
to the cultivator, for subsistence as well as for production, but 
with greater emphasis on the latter. One then sees that, in practice, 
taccavi is apt to be little else than the ill-performed disbursement 
of inadequate moneys by an ill-suited agency. It would not be 
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far from the truth to say that the record of taccavi is a record 
of inadequacies. These are considered below in their different 
aspects. 

Inadequacy of amount^ inequality of distribution and inappropriateness 
of basis of security 

3. It may be recalled that the all-India average for borrowings 
of cultivators from Government as a percentage of their totk 
borrowings was as low as about 3 per cent. The inadequacy of 
finance is often inherent in the rules of State Governments which, 
in their turn, of course reflect the smallness of the financial 
resources which State Governments can spare for this purpose. 
In one State, for example, the rule is that “ in case of short-term 
loans the average loan per head should not exceed Rs 15 and the 
maximum should not exceed Rs 25 in any individual case/* Several 
respondents emphasize this aspect and call the Government loans 
‘ ridiculously inadequate * (head of a district in a Part A State), 
* far too inadequate as compared to the genuine needs * (Registrar 
of Co-operative Societies of a Part A State) and so on. 

If the distribution of taccavi is considered class-wise for the 
cultivators, the Survey data show that there is considerable 
inequality in favour of the big and large cultivator. It is also seen 
that the average borrowing of the big cultivator was nearly four 
times that of the medium cultivator and roughly ten times that 
of the small. One important reason for this is to be found in the 
nature of the purposes for which Government finance is made 
available. These purposes are often related to forms of improvement 
of land or methods of increase of production such as are beyond 
the scope of the medium and small cultivators. Part of the expla- 
nation also lies in the nature of security usually demanded for 
Government loans. This is immovable property, that is to say, 
in this context, land. The Survey data indicate that several State 
Governments advance loans primarily against the security of 
immovable property. Besides the nature of the security demanded, 
there are other reasons for the bias of the system towards the big 
and the large cultivators to which attention has been drawn by 
some respondents. For instance, Government often make use of 
local committees for distribution of taccavi in kind (e.g., fer- 
tilizer), The persons who constitute these village committees. 
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taluka committees, etc., are quite often themselves the represen- 
tatives of the ‘upper ten’ in the village. 

Inconvenience of timing, incidental delays and impositions of various 
kinds on the borrower 

4. According to several of those whose replies throw light on 
this matter, the time taken in sanctioning the loans is such as to 
frustrate the very object of Government’s assistance to the 
agriculturist. It is difloicult to gauge the extent of administrative 
delay through statistics of the type we have been able to collect 
even though it may be noted that in some districts at least, it took 
eight months or more to disburse a large number of the loans 
granted. 

5. The rates of interest which Governments charge on their 
advances vary from State to State, but usually range around 

per cent. According to some of our respondents, this by no 
means implies that the actual cost of a loan to the cultivator is 
correspondingly low. It has been pointed out that the loan appli- 
cation is passed on in the traditional manner of official disposal 
from one revenue office to another. The cultivator, or those who 
purport to interest themselves on his behalf, thereupon resort 
to the practice of visiting circle offices, taluka offices and even 
district offices in an effort to get the application disposed of 
^ favourably if possible, speedily in any case. Each visit to taluka 
town or district headquarters adds to the actual cost of the credit. 
Part of this addition, according to many respondents, is the 
illegal gratification which passes from applicant to lower official. 

Inefficiency of supervision and incompleteness of co-ordination 

6. The revenue administration is well known to have multi- 
farious duties, even as the subordinate revenue official is well 
known to have multifarious ways of discharging them. We say 
this without seeking to add to the maligning of one who, even 
i£ he is not without his own share of sins to bear, is at the same 
time perhaps as overmaligned as he is certainly overworked and 
possibly underpaid. The fact remains that he has neither time 
nor training nor inclination to bring to the specialized and whole- 
time task of supervision of credit. The inadequacy of staff is not 
always that of revenue staff. For distribution of manure, agri- 
cultural implements, etc., as taccavi in kind, many of the State 
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Governments use the agency of their agricultural departments. 
A non-official respondent, referring to his experience in one such 
State, writes : “ Under the old scheme, the agricultural demon- 
strator had a fieldman and two maistries for each firka and a 
minimum of two sale depots for each taluka. At present . . . 
there is only one depot at taluka headquarters and the field 
staff is exactly halved. . . . Fieldman and demonstration maistries 
cannot reach all the ryots. They cannot inspire confidence. 
Their anxiety is to secure a seat in the return bus and reach the 
headquarters.’* 

7. Along with the lack of supervision and general lack of 
efficiency of State credit, goes a lack of co-ordination between 
the different departments concerned with the operation of the 
system. There are instances of far too many departments having 
been entrusted with different types of taccavu Thus, in one Part A 
State, ‘ agricultural loans ’ and ‘ land improvement loans ’ (i.e,, 
ordinary taccavi) are given by one department and seed loans 
and cattle purchase loans by another; co-operative loans are 
given by still another department and loans for displaced persons 
by a fourth. We learn that, as a result, people sometimes manage 
to borrow from more than one department. The administrative 
overlapping and wastage are obvious. In varying degrees, the 
same thing happens in other States and other contexts. 

Lack of co-ordination occurs not only between one depart- 
ment of Government and another, but between Government 
on the one side and the co-operative credit agency of the State 
on the other. An experienced ex-Registrar of Co-operative Societies 
of an important Part A State says : “ Government schemes of 
agricultural credit in many respects are neither co-ordinated with 
one another nor with similar operations of co-operative insti- 
tutions. For instance, both the Revenue and Agricultural Depart- 
ments provide agricultural finance. Again, these agencies operate 
in areas served by co-operative institutions and advance loans 
for the very purpose for which co-operative agencies can and 
do advance loans at rates lower than the co-operative agencies. 
There is thus duplication of agencies, duplication of finance and 
a variety of rates and terms of loans for different types of agri- 
cultural credit.” 
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RECORD OF CO-OPERATIVE AGENCY 
(I) : ACCOUNT OF PRESENT POSITION 

Co-operation in India — one may even speak of it as the 
Indian Co-operative Movement— has just completed fifty years 
of its existence. But an effort of the imagination is required to 
visualize the Movement as a single entity for the whole of India 
or as one consistent process since it was first officially established 
in this country in 1904. In the distinctive features of its develop- 
ment in different parts of India, the lack of uniformity is at least 
as discernible as uniformity. Its record over the years is strewn 
with bewildering contradictions: high individual endeavour and 
general lack of leadership; official sponsorship, including official 
regulation and administration, as a deliberate and consistent 
policy of the Central Government and all State Governments, 
but sponsorship which in some States has been real, enthusiastic 
and, in an administrative sense, efficient, while in many States 
it has remained notably inefficient and almost as nominal as the 
existence of the Movement itself in those areas; Governments 
at times seemingly aU out to help, mostly by offering to multiply 
the number of societies and organize and administer them further, 
rather than by proposing to supervise them further or, least of 
all, finance them further; and Governments at other times dis- 
playing considerable caution administratively (the euphemism 
usually employed is ‘ consolidation ’) and considerable hesitancy 
financially ; peaks of popular sentiment and enthusiasm for the 
co-operative idea and periods of widespread lack of public 
confidence in the co-operative movement; significant success in 
^radic cases and much failure in the generality of instances; 
and, finally, as the one feature common to most regions of the 
country, the acquisition of five decades of experience from which 
may be learnt decisive lessons for the future, if only one is 
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prepared to delve deep for them and extract them from both 
failure and success. 

In general, the account given in this chapter is of the position 
reached by the co-operative agency at the end of 1951-2, which 
happens to be the year of the Survey. The particulars, except where 
otherwise stated, are taken from the Reserve Bank’s Statistical 
Statements relating to the Co-operative Movement in India. 


Short-term Agricultural Credit 
State co-operative banks 

2. There were 16 state co-operative banks in 1951-2. Five more 
have been set up since then as part of State programmes of 
development of co-operative credit formulated by the Governments 
concerned in consultation with the Reserve Bank. Substantial 
State participation in share capital is a feature of all the new banks, 
as also of some of the older ones such as Bombay and the 
reconstituted ones such as West Bengal, Hyderabad and Mysore* 
State co-operative banks now exist in all Part A States, in all 
Part B States (excluding Jammu and Kashmir) and in four out of 
the ten Part C States. 

The loan operations of some of the state co-operative banks 
reveal certain defects. For instance, some^of them finance 
traders, merchants and other ‘ individuals ’ — ^i.e., persons \vfi6 are 
not members of primary societies — ^to the relative neglect of co- 
operative finance. The percentage of finance obtained by individual 
members to the total advances was as high as 74 in Madhya 
^ Pradesh and 30 in Hyderabad. Some banks have made substantial 
long-term loans out of short-term funds. The combination of 
trading with banking in the Credit Agricole scheme of the Bihar 
j State Co-operative Bank has, in the result, given a set-back to the 
I credit movement in that State. The percentage of overdues to loans 
outstanding from banks and societies was as high as 82 in West 
Bengal, 43 in Bihar, 21 in Hyderabad and nearly 20 in Madhya 
Pradesh, Mysore and Punjab. In respect of its dealings with 
individuals, 50 per cent of the loans of the apex bank in 
Hyderabad was overdue. In general, and barring two or three 
States, state co-operative banks have yet to become effective 
units of a co-ordinated structure of co-operative credit 
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Central co-operative banks and banking unions 

3. There were 509 central co-operative banks and banking 
unions with a membership of 1,18,406 individuals and 1,12,912 
banks and societies in 1951-2. It may be said as a general state- 
ment of the position that the capital structure of central banks 
is very weak, their owned resources meagre and their depend- 
ence upon apex banks necessarily large. In many States, there is 
an excessive number of central banks ; the average number of 
societies aflSliated to each central bank is often too small 
to admit of adequate business. The staff of central banks are 
generally ill-equipped and inadequate for the duties they have 
to perform. 

The loan operations of central banks are characterized by 
several unsatisfactory features. In some States, business with 
individual members accounts for a large proportion of the 
advances made by the banks. In Madhya Bharat and Rajasthan, 
the relevant percentage was above 50. It was 39 in Madhya 
Pradesh, 25 in Hyderabad and 13 in Bombay. Some central 
banks (e.g., in Bihar, Orissa, Punjab and West Bengal) undertook 
trading activities during the war and post-war periods ; some of 
them suffered serious losses in consequence of their commercial 
ventures. The percentage of overdues from societies was very 
high in many States. There were bad and doubtful debts of an 
appreciable order in some of the States. 

Primary agricultural credit societies 

4. There were 1,07,925 primary agricultural credit societies 
with a membership of 47,76,819 in 1951-2. The vast majority of 
these societies are uneconomic as business units. As a rule, 
membership per society is small ; the average membership was 
“44. The average share capital per society was only Rs 827. It was 
the highest in Bombay at Rs 2,866 per society. Punjab came next 
with Rs 1,278 while Madras was third with Rs 1,156. The average 
amount of deposits per society was as low as Rs 408 and the 
average working capital per society was Rs 4,190. For their finance, 
the majority of societies depend to a very great extent upon 
external sources. 

The loan operations of the societies are at a very poor level. 
There is little specific provision for medium-term finance, e.g.. 
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to buy a bullock or purchase a pump. Moreover, few societies 
conform to those principles of co-operative finance which require 
(!) that loans should be matched to productive purpose, and 
repayment to fulfilment of purpose, (2) that, consequently, re- 
payment should not be out of further borrowing but from 
genuine savings or out of annual earnings, and (3) that, as a further 
consequence, repayment — ^if necessary in instalments — should be 
so timed as to be convenient from the point of view of incomings. 
The picture which emerges is the strikingly different one of an 
arrangement whereby the bomower is in effect allowed a limited 
permanent advance which is based on the security of his land and 
which he usually carries over from year to year. There is little 
or no relation between credit and purpose and, therefore, Httie 
or no obseivance of the distinction between short-term and 
medium-term loans. Sometimes, when the administration happens 
to be insistent on compliance with the formal proprieties, it is 
not unknown for devices to be adopted such as plausible ‘ book* 
adjustment, or temporary 'repayment* followed by immediate 
re-borrowing, in order to make it appear that loans are being 
repaid annually. These and other considerations must be kept 
in mind for a realistic appraisal of the ‘ overdues ’ position of the 
primary co-operative societies. For all India, the percentage of 
overdues to outstandings was 25 in 1951-2. 

5. A noteworthy trend is the enlargement in function of the 
primary agricultural credit society. In recent years, as a result 
of a deliberate policy on the part of some State Governments, 
in large part connected with the need for an agency for the 
war-time distribution of controlled goods, including food and 
cloth, there has been a large increase of multi-purpose societies. 
The term ' multi-purpose * covers all gradations of the enlargement 
of purpose from the simplest stage, when just one more function 
is added, to that degree of co-operative development when all or 
almost all the important aspects of the socio-economic life of the 
individual member are taken within its purview by the multi- 
purpose society. However, as a matter of fact, enlargement of 
function has tended to remain generally at or near the simplest 
stage, a fact which has to be borne in mind in interpreting the 
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statistical expansion of the multi-purpose societies which will be 
seen from the foEowing table ; 


(Rs in lakhs) 



Year 

No. of 
societies 

Member- 

ship 

Working 

capital 

Purchase 
of goods 

Sale of 
goods 

All-Otodia 


9,650 

3,44,512 

178-43 

79-13 

212-08 

1 


39,9301 

21,42,905 

1 

1333-71 

2260-96 

2785-96 


1 Out of this number Uttar Pradesh accounted for 24,302. 


6. In 1951-2, out of a total of 1,07,925 agricultural credit 
societies, 30,904 had limited liability; the remaining 77,021 societies 
had unUmited liability. Unlimited liability is the orthodox Raiffeisen 
principle which has, till recently at any rate, been the guiding 
principle of departments in India in their official mission of 
organizing co-operative credit. The theory was that collective and 
unlimited liability would provide a suitable basis on which 
loans could be obtained by those who had little or no 
tangible security to offer, and also induce a feeling of collective 
responsibility among members and, as a corollary, initiate a live 
process of careful business management, continuous vigilance 
and mutual supervision. In practice, however, little of this has 
materialized. 

Lon g-t erm Agricultural Credit 
Central and primary land mortgage banks 

7. At the end of 1951-2 central land mortgage banks were 
functioning in six States, viz., Bombay, Madras, Mysore, Orissa, 
Travancore-Cochin and Saurashtra. A central land mortgage 
bank was set up in Hyderabad in the early part of 1953. Land 
mortgage banking has made little progress in India. More than 
half of the States are without a single land mortgage bank. 
Whatever development there has been is largely co nfin ed to 
Madras (including Andhra). Out of a total of 289 primary land 
mortgage banks, as many as 130 were in Madras; and out of 
a total of Rs 250*65 lakhs advanced as loam by the central 
land mortgage banks, Rs 82*84 lakhs or 33 per cent were 
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accounted for by the (undivided) Madras Co-operative Central 
Land Mortgage Bank. 

Certain features regarding the operations of land mortgage 
banks may be noticed. Loans given by land mortgage banks are 
predominantly for discharge of prior debts and redemption of 
mortgages, and not for purposes connected with land improve- 
ment and development. Land mortgage banks have little or no 
^pecSked staff for assessing the technical soundness of schemes 
and inadequate supervising staff for verifying that schemes are 
in fact being executed. State Governments possess such a machinery, 
but proper co-ordination between State Governments and land 
mortgage banks in this particular is almost always lacking. Again, 
borrowers from land mortgage banks are required to repay loans 
in equated annual instalments over a series of years, usually 15 
or 20. Different periods are not prescribed for different types of 
loans. This is an outcome of the long-standing practice under 
which the loans given are predominantly for clearance of debt. 
One of the criticisms levelled against land mortgage credit is the 
delay involved in getting it. Land mortgage .banks as a rule find it 
difficult to raise adequate long-term funds for their operations. 
Even though guaranteed by the State Governments, their de- 
bentures have only a limited market. Finally, central land mortgage 
banks and state co-operative banks not only remain legally, 
financially and administratively distinct, but make little or no 
effort to co-ordinate their activities. 

Summing Up 

8. To sum up, the place occupied by co-operative credit in 
the rural finance of the country is very insignificant. Organi- 
zationally and financially, there has, at the apex level, been 
considerable expansion in the recent past ; even so, the central 
banks still remain weak and largely unco-ordinated ; but the' 
weakest Imk of aU in a chain which is weak at almost all points 
is the prirqa]^ co-operative credit society. It satisfies none of the 
requisites of either good Co-operation or sound credit. Its failure 
to promote thrift and savings is followed at not too great a 
distance by its failure to provide in the village a system of credit 
which is at once adequate, prompt and productive. 
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record of co-operative agency (i> 

Tljfise remarks,” which are primarily with reference to short- 
term credit, also apply to medium-term and long-term agn- 
cultural credit. The former is still a big lacuna eve^here. Ihe 
latter— apart from Madras and Andhra which contain the begifr 
nings of development— is practically undeveloped in India. 
It may be said of the land mortgage banking system of India that, 
at its best, it raises inadequate funds in a manner ill-related to 
and usually lends them in a manner unco-ordinated with 
development ; acts as if prior debts, and not production, had 
prior rrlaitn on its attention ; reaches mainly the large cultivator 
and reaches him late. 
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RECORD OF CO-OPERATIVE AGENCY 
(II) : ASSESSMENT OF PERFORMANCE 

An accoimt of the co-operative agency has been given in the last 
chapter in the light of its development over half a century and 
of the position it has now reached in structure, jSmance and 
operations. The purpose of this chapter is to assess the main 
operations of co-operative credit as pertaining to a system of 
rural finance, and to find out if possible whether there are any 
features of the system itself, as it has developed, which may be 
responsible for the deficiencies of performance revealed by the 
assessment. 

2. As a system of credit, the co-operative agency performs two 
main " operations % It obtains funds for granting loans and it 
grants loans. In the structure of co-operative credit, as we have 
seen it in the last chapter, these two functions tend broadly to 
be divided between the primary credit society on the one hand 
and the apex and central financing agencies on the other. It follows 
that attention has to be mainly directed to (1) the primary level 
when considering the system as one of providing loans to the 
cultivator and (2) the central and apex levels when considering the 
system as one of mobilizing resources and of deploying the total 
resources in a manner which does not deprive agriculture of its 
due priority. These two aspects are dealt with in the following 
paragraphs. 

Thb System of Co-operativb Credit 
Provision of loans to the cultivator 

3. The first point to notice is the relatively small percentage 
of cultivating families which borrow from co-operatives, even 
after allowing for the fact revealed by the Survey that, taking aB 
diasses of cultivators together, the families which borrow from 
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^ any agency at all are only 58 * 6 per cent of the total number. The 
following table gives the relevant percentages for different classes : 


Type of cultivator 

Proportion of 
families which 
reported borrow- 
ings from 
any agency 

Proportion of 
families which 
reported borrow- 
ings from 

1 co-operatives 


Per cent 

; Percent 

Big 

56*7 

5-1 

Large 

59*4 

4-5 

Medium 

60*7 

3-3 

Small 

55-1 

1*9 

All cultivators 

1 58-6 1 

3*2 


(Rural Credit Survey) 


These are all-India figures. The variations between States are 
interesting. It is seen that Bombay leads with 8*3 per cent as the 
proportion of families borrowing from its co-operatives. The 
next highest percentage is 4*9 for Uttar Pradesh followed by 
Punjab (3*7 per cent) and Madras (3*2 per cent). In terms of 
quantum of co-operative credit, absolute and relative, Bombay 
is even further ahead of the other States. A family in Bombay 
gets on an average more than Rs 28 from the co-operatives; 
whereas, no other State reaches even Rs 9 per family (Punjab 
and Madras are Rs 8 * 8 and Rs 8 * 9 respectively). As for proportion 
of co-operative credit to total borrowings, Bombay’s record is 
16*2 per cent; the next highest is Punjab with 4*2 per cent; 
Madras and Uttar Pradesh, lagging much behind with 2*2 per 
cent each, are more typical of a number of the remaining States ; 
the hindmost group comprises Hyderabad, Assam, Bihar, Mysore, 
PEPSU and Vindhya Pradesh in which the percentage is less than 
one or even so negligible as to figure as ‘nil’ in the general 
averages. 

The position in regard to certain main types of borrowings, 
period-wise and purpose-wise, is shown below separately for 


THE SYSTEM OF CO-OPERATIVE CREDIT 95 


each such item; the data are given in respect of Bombay, Pimjab 
and Madras. 


Purpose-duration 

Amount borrowed 
from co-operatives 
for this purpose- 
duration as per cent 
of total borrowings 
of cultivators from 
all agencies for this 

Amount borrowed by 
cultivating families from 
co-operatives as per cent 
of their total borrowings 
from all agencies 


purpose-duration 

(all-India) 

Per cent 

Bombay 

Per cent 

Punjab 

Per cent 

Madras 

Per cent 

Agricultural 





Short-term 

11-3 

42-1 

5 9 

1*2 

Long-term! 

2 4 

I 50 

2-0 

2*2 

Non-agricultural 





Short-term i 

0*5 

— 

— 

1 — 

Long-term 

— 

— 

— 

; 

Consumption 





Short-term 

2*2 

7-9 

8*2 

3*3 

Long-term 

09 

2*9 

2*7 

0*8 

Repayment of old debts 

8-7 

21*52 

1-3 

13*3 

Other purposes 

2-4 

12*5 

0*3 

2*9 


(Rural Credit Surv^) 


1 Including, in this context, medium-term. 

* Borrowings for this purpose were reported only in one of the districts. 


What emerges conspicuously is Bombay’s lead in credit for 
short-term agricultural production (42 •! per cent of total 
borrowings as compared with 5*9 in Punjab and 1 *2 in Madras). 
The average short-term agricultural borrowings from co-operatives 
amounted to Rs 18 • 7 per cultivating family in Bombay, Rs r2 
in Punjab and Rs O' 9 in Madras. Further, Bombay retains the 
lead in co-operative agricultural credit for consumption as well as 
for the items classed ‘ other purposes ’. 

4. A brief reference may be made to another aspect. The Survey 
data for the upper 50 per cent of the selected cultivators show 
that the cultivating families which resort to co-operatives as well 
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as other agencies for meeting their credit requirements are, in terms 
of percentage of the total number borrowing from co-operatives, 
about 88 in Madras, 75 in Punjab and Uttar Pradesh, 49 in 
Madhya Pradesh, 44 in Bombay and 14 in West Bengal. The 
position is almost similar in regard to the lower 50 per cent of 
the cultivators in these States. It is noteworthy that even in 
Bombay (in which the average amount is the highest reached, 
vk,, Rs 28*2), as many as 44 per cent of the upper 50 per cent 
of cultivators who borrowed from co-operatives have to resort 
to other agencies as well for meeting the balance of their 
requirements. 

' 5. Several of the primary credit societies studied in the course 
of the Survey were * dormant ’. Out of the 777 agricultural credit 
’ societies studied, 665 were in villages and 112 in taluka places 
or marketing centres. Out of the 665 societies in the villages, 
about 161 (or 24 per cent) had not advanced any loans during 
1949-50 and 1950-1. 

, 6. If we now consider the loan operations of the primary credit 
society, several significant points emerge. Foremost is the basis 
of credit. While, in theory, co-operative credit is personal credit 
I based upon the character and the repaying capacity of the 
cultivator, the Survey data reveal that, in actual practice, a high 
proportion of the advances in many States is against the security 
of immovable property. 

Secondly, the data collected by the Survey show that the 
class-wise distribution of co-^^rative finance is preponderantljL-.-- 
i n fayqur of the large cultivator — as compared with the medium 
md the small — and, among large cultivators themselves, predp- 
minantly in favour of the big cultivator. Whereas the average 
borrowing from co-operatives per family in the case of big 
cultivators was Rs 21*0, the relevant figures in the case of the 
medium cultivator and the small cultivator were only Rs 4*7 
and Rs 1*9. Part of the explanation is to be found in the tendency 
we have noticed for co-operative credit to be based on land 
j as the main form of security. Further, the jnedium and smaE 
1 cultivators are, proportionately, in more need of ‘ consumption * 

I credit than, with their greater resources, are the big and the large. 

I J£ the co-operative credit system in most States shows a bias against 

i . 
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consumption credit on the ground that its primary preoccupation 
is ‘productive’ finance, then, to that extent, the system is 
bound to be automatically biased in favour of the big and large 
cultivators. This is exactly what has happened in practically all 
the States. 

Thirdly, the loaning system, on account of the emphasis on 
ownership of land as basis of credit, tends -to neglect periodical 
recovery from the periodical income of the borrower. The system 
also divorces itself from need to stipxdate, much less supervise, 
any productive purpose. A comparison of the data given by the 
primary agricultural credit societies with those furnished by the 
cultivator shows that, in several States, only a small proportion 
of the total amount lent by the societies was reported to have 
been lent for ‘ family expenditure % even though the cultivators 
reported that the larger portion of their borrowings from co- 
operatives was for this particular purpose. 

It is thus seen that the system, as it now operates in regard to 
purpose and supervision or recovery, turnover and overdues, 
is not a system of credit which is likely to attract funds on its own 
merits and in the normal course of business. Moreover, the system 
of loaning, as it now prevails at the primary stage, is such that it 
has no large scope for utilizing the funds available at the higher 
levels of the structure in a manner which implies sound, purposive 
and equitable disbursement of credit. 

7. That being the general picture, it is all the more necessary 
to examine why in Bombay alone, relatively though not in abso- 
lute terms, both the volume and the coverage of co-operative 
agricultural credit are strikingly large. A comparison between 
Bombay and Madras should be particularly significant. Both of 
them are usually regarded as well developed in the co-operative 
sense; and both of them certainly have well administered co- 
operative departments. But the comparison perhaps stops there. 
Madras is ‘ orthodox ’ from the co-operative point of view. That 
is to say, in the principles of the Movement, as in the practices 
which now dominate the system, co-operative credit in Madras 
runs true to old pattern. Bombay, on the other hand, especially 
since 1948-9, has been experimenting with a system of ‘crop 
loans’. This, perhaps, cannot be said to be unorthodox; in fact, 
8 
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it may even be regarded as a going back from present co-operative 
practices to original co-operative principles. But what is ‘ un- 
orthodox ’ in Bombay Co-operation is mainly the other deve- 
lopment which has taken place in the form of State participation, 
both direct and indirect, in the finances and organization of 
co-operative credit. 

Certain figures relating to the advances granted by primary 
agricultural credit societies in the two States, according to data 
available in the compilations of the Agricultiural Credit Department 
(A.C.D.) of the Reserve Bank, may &st be given: 


(Rs in crores) 


Year 

Bombay 

Madras 

All-India 

1946-7 

1*70 

3*47 

9*031 

1947-8 

2*22 

4-40 

10*45" 

1948-9 ..S 

3*292 

4-962 

14*04" 

1949-50 ..| 

5*29 

6*44 

17*99 

1950-1 

6*90 

7-65 

22*90 

1951-2* .. 

8*12 

j 7*33 

24*21 


(A.C.D.) 

1 Figures are approximate 

s Data for 1948-9 and for subsequent years include those for merged areas 

* It is not clear whether the figure includes data for merged States also. 

* Excludes grain banks. 

It will be seen that, whereas the advances made by primary 
agricultural credit societies in Bombay increased from Rs 1*70 
crores in 1946-7 to Rs 8 • 12 crores in 1951-2, those made by primary 
agricultural credit societies in Madras increased from Rs 3*47 
crores in 1946-7 to Rs 7*33 crores in 1951-2. Further, while in 
1946-7, the advances given by agricultural credit societies in 
Bombay fell short of half of those in Madras, the advances granted 
by such societies in Madras in 1951-2 were lower than those in 
Bombay. These figures may be studied in relation to the size of the 
rural population in the two States/ 

* Taking agricultural credit societies and their membeMhip in the two States, it is seen that the 
average amount borrowed per member was Rs 50 in Madras and Rs 105 in Bombay ; the meanaber- 
ship of agrfcultural credit societies per 100 rural famihes was 16 6 in Madras and 17 5 in Bombay. 
The average amount advanced per rural family by primary agricultural credit and primary agricul- 
tural non-credit soaeties together, was Rs 10 4 in Madras as compared with Rs 31 *4 in Bombay 
(A.C.D.). 
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Loans advanced by primary agricultural credit 

SOCIETIES PER 1,000 RURAL FAMILIES. 



Bombay 

Madras 


Rs 

Rs 

1946-7 

5,690^ 

4,132* 

1947-8 . . 

7,322^ 

5,191" 

1948-9 

7,679 i 

5,744 

1949-50 . 

12,158 

7,390 

1950-1 

15,639 

8,702 

1951-2 

18,161 

8,256 


(A.aD.> 


1 Due allowance for vanation as a result of merger has been made 


It will be seen from the above table that the loans advanced by 
primary agricultural credit societies in Madras in 1951-2 per 1»000 
rural families came to Rs 8,256 which was only a little higher than 
the figure of Rs 7,679 representing the loans advanced by primary 
agricultural credit societies in Bombay in 1948-9. 

8. The analysis made in the previous paragraphs may be read 
in conjunction with the following data relating to the districts 
selected for the Survey in Madras and Bombay. 



Borrowings 
per 1,000 
rural fami- 

Average amount 
borrowed by culti- 
vating family from 
co-operatives 

Proportion of 
cultivating 
families 
borrowing 
from co- 
operatives 

Per cent 


lies from 
all co- 
operative 
agencies 

Rs 

Per 

family 

Rs 

As percentage 
of total 
borrowings 
from all 
agencies 

Per cent 

Madras 

Chingleput 

1,060 

2 

0-5 

0 5 

Coimbatore . . . j 

8,670 

18 

3'7 

4-6 

Cuddapah 

5,800 

7 

1-6 

3*6 

Kumod 

13,190 

18 

3-9 

3*3 

Malabar 

2,250 

3 

0*7 

i 1*4 

Ramanatbapuram 

930 

1 

0-7 

0*5 

W. Godavari . . 

10,480 

18 

1 3*1 

ioo 

Weighted average for the 
State 

5,100 

i 

* 




(continued) 
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Borrowings 
per 1,000 
rural fami- 

Average amount 
borrowed by culti- 
vating family from 
co-operatives 

Proportion 

of 

cultivating 


lies from 
all co- 
operative 
agencies 

Rs 

Per 

fondly 

Rs 

As percentage 
of total 
borrowings 
from all 
agencies 

Per cent 

families 
borrowing 
from co- 
operatives 

Per cent 

Bombay 

Ahmedabad 

14,170 

22 

60 

4*3 

Bijapur 

8,400 

11 

5-5 

4*9 

Broach 

57,430 

96 

31*6 

21*2 

Kolhapur 

18,470 

21 

21*4 

14*9 

Poona 

27,550 

39 

20*4 

7*1 

Ratnagiri , . . , i 

3,310 

4 

9-5 

1*8 

W. Kfaandesh . . 

33,820 

56 

21*0 

13*1 

Weighted average for the 
State 

20,200 





(Rural Credit Survey) 


These figures speak for themselves. It is clear that Bombay has 
recorded very much quicker progress than Madras during the last 
few years, and that tMs period has, in Bombay, also been one in 
which the crop loan system has been sought to be gradually estab- 
lished in deliberate replacement of the older pattern in which 
creditworthiness and ownership are more or less interchangeable. 
The system of crop loans has been in different stages of experi- 
mentation since 1939 when the Bombay Agricultural Debtors’ 
Relief Act was first introduced and it received an impetus when 
the revised Act was extended to the entire State in 1947. This 
period saw the emergence of a class of ‘adjusted’ debtors who 
could not alienate their lands without the consent of the debt 
adjustment boards and who, therefore, found it difficult to obtain 
credit from the usual sources. Government then came forward with 
a' scheme under which it agreed to provide a guarantee against 
losses up to 5 per cent and to bear the entire cost of supervision 
of co-operatives which were expected to be the main agencies for 
the supply of crop finance. 

The system of crop finance assumed new significance when 
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m 1948-9 the co-operative credit movement in the State was 
reorganized with the active support of the co-operators of the 
State. Under the new arrangements, the reorganized Bombay State 
Co-operative Bank and central financing agencies, together with 
the primary credit societies, were expected to provide short- 
term finance to all creditworthy agriculturists. Instead of fixing 
credit limits on the basis of landed security, special attempts 
were made to provide short-term finance on the basis of crop 
acreages and to link the time of repayment to the harvesting 
season. 

In connexion with this new set-up, reference may be made to the 
Government contribution to the share capital of the Bombay State 
Co-operative Bank and also to the central banks through the State 
Co-operative Bank. Such contributions as on 30 June 1953 
amounted to Rs 26 lakhs (representing 43 ‘3 per cent of share 
capital) and Rs 6*75 lakhs (representing 31*0 per cent of share 
capital of the central financing agencies concerned) respectively. 
Further, the Government also agreed to subsidize the uneconomic 
branches of the central financing agencies, especially those opened 
in the relatively undeveloped areas. 

Mobilization of resources and priorities in their deployment 
9. The resources of the co-operative credit system and the 
observed priorities in their utilization may now be considered with 
special reference to the apex and central banks. The table on page 
102 indicates the total resources and their composition at the 
different levels including the primary level. It will be seen therefrom 
that of the total working capital of the primary agricultural credit 
societies, which is Rs 45*22 crores, more than 50 per cent consists 
of borrowed iimd&. J)eposits constitute as little as 9*7 pef cent of 
the total; the owned funds, i.e., share capital and reserves amount 
to Rs 17*67 crores and are about 39 per cent of the working 
capital. Further, the working capital of the primary agricultural 
credit societies in Bombay, Madras and Punjab accounts for more 
than 67 per cent of the total working capital of all such societies in 
the country. 

The total working capital of the central financing agencies was 
Rs 60*11 crores. Here again, Bombay, Madras and Punjab together 
account for the larger part (71 *6 per cent) of the working capital. 
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Working capital of co-operative credit (short-term) institutions 
(All-India : as on 30 June 1952) 


(Rs in crores) 



State co-opera- 
tive banks 

Central banks 
and bankmg 
unions 

Primary agri- 
cultural credit 
societies^ 

Source 

Amount 

Per- 
centage 
of total 
working 
capital 

Amount® 

Per- 
centage 
of totdl 
working 
capital 

Amount 

Per- 
centage 
of total 
working 
capital 

Owned funds (share capi- 






39-1 

tal and reserves) 

4*26 

11-6 

9*81 

16*3 

17*67 

Borrowed funds : 

Loans from 







Co-operative banks. . 

0*02 

0-1 

10-62 

17-7 

22*67 

50-1 

Commercial banks . . 

2*51 

6-8 

1-00 

1*7 

— 

— 

Government 

L81 

4 9 

0-29 

0 5 

0 48 

1-1 

Reserve Bank 

6*85 

18-6 

— 

— 



Others . . . . i 

0-08 

0-2 1 

0-15 1 

0-2 


— , 

Deposits from 







Co-operative banks. . 

3*85 

10-5 

0-91 

1-5 

— 

— 

Primary societies . . 

4-54 

12*4 

10-58 

17*6 

0 19 

0-4 

Individuals and other 







sources 

12-80 

34-9 

26-75 

44-5 

4-21 

9-3 

Total working capital .. 

36-72 

100-0 

60-11 

100-0 

45-22 

100-0 


(A.c.a) 


1 Bxcludmg grain baisks. 

< Borrondxigs from the Reserve Bank are shown as part of the working capital of the state 
co-opeiatiye banks. 


Borrowings from co-operative banks (mostly the apex bkhks) 
constitute 17 • 7 per cent of the working capital, while deposits 
account for 63 6 per cent. Out of the total deposits with central 
hanks amounting to Rs 38 "24 crores, only Rs 10 58 crores (of 
which less than Rs 2‘ 13 crores pertain to agricultural credit socie- 
ties) were from primary societies. As much as Rs 26 '75 crores werp 
from individuals and other sources. One point to note about the 
apex banks is that as on 30 June 1952 nearly a fUFth (18' 6 per cent) 
of the total resources consisted of accommodation from the Reserve 
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Bank- More than a third (34*9 per cent) was from individuals 
and other sources, 

10. As we have pointed out, it so happens that the apex and 
central banks are the financiers not only of co-operative agri- 
cultural credit, but also of certain other types of co-operative 
activity, though the fact of course remains that, both in origin and 
development, their most important function is that of financing 
agricultural credit societies. The following figures for 1951-2 may 
be seen : 


(AO-India) 

Advances of state co-operative banks 

Advances of central banks 

Advances of primary agricultural credit societies 


(Rs m crores) 
55*27 
105*64 
24*21 
(A.C.D.) 


There is, thus, a very large difference between the fresh advances 
of apex banks and central banks on the one hand and primary 
a^icultural credit societies on the other. Out of the total fresh 
advances of all apex banks in 1951-2, 12*4 per cent were given 
to individuals, who may be presumed in most States to consist 
largely of traders and merchants. As for central banks, though 
only 6*6 per cent of the total advances by all such banks in India 
had been given to individuals, the percentage was very high in 
some States such as Rajasthan, Madhya Bharat, Madhya Pradesh 
and Hyderabad. 

Figures relating to the fresh advances made by central banks 
to various types of societies are available only for Madras. The 
total amount so advanced was Rs 44*75 crores in 1951-2. Out of 
this, only Rs 7*66 crores or 17*1 per cent was advanced to rural 
credit societies. Among the districts selected for the Survey, the 
percentage was as low as 2*5 in Malabar, 7*4 in Kurnool, 8*1 in 
Cuddapah and 9*2 in Chingleput. 

The following table gives all-India figures, for difierent types of 
societies, of the outstandings of their loans from apex and central 
banks : 
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Loans held by these institutions from apex 
and central banks 



On 30 June 1951 

On 30 June 1952 


Amount 
(in crores 
of rupees) 

Per- 

centage 

Amount 
(in crores 
of rupees) 

Per- 

centage 

Primaries 

Agricultural 

Credit 

Non-credit 

Non-agncultural 

Credit 

Non-credit 

Central non-credit societies 

State non-credit societies 

Held by individuals from 

Apex banks 

Central banks 

18 ‘78 
3*68 

3-95 

3-39 

4*12 

1*64 

46-1 

90 

9*7 

8*3 

101 I 

4*0 1 

22*70 

3*97 

3*51 

3*48 

4*95 

0*53 

51*6 

9*0 

8*0 

7*9 

11*2 

1*2 

2*03 

3*15 

O 00 

1*83 

3*06 

4*2 

6*9 

Total .. 

40-74 

i 

100*0 

44*03 

100*0 


(A.C.D.) 


It will be seen that the total amount held by various types of 
societies and individuals from apex and central banks amounted 
to Rs 44-03 crores^ out of which only 52 per cent (or Rs 22-70 
CTores) were held by primary agricultural credit societies. The rest 
was held by other types of societies. Loans held by individuals 
(who, as we have said, may be presumed to consist largely of 
traders and merchants) from apex banks and central banks together 
amotmted to about Rs 5 crores forming 11 per cent of the total. 
Further, non-agiicultural credit societies consisting of urban banks 
and various other types of mrban credit societies, held Rs 3-51 
crores or 8 per cent of the total. 

In other words, only part, and nowhere near the bulk, of the 
resources of the higher financing agencies is utilized for financing 
agricultural credit societies. That the inadequate priority accorded 
to agricultural credit could not have been wholly due to the 


t Exdimve of Ks 10*62 crons beld by central co»openitive banks &om otheir central co- 
c^petative banks or firom state co<>operative banks, since the incltision of this figure would amount 
to double counting. 
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inability of the primary society to lend any more than it does at 
present is dear from the example of Bombay where, with the adop- 
tion of a new policy, it has been found possible to advance 
considerably more to the cultivator through the existing primary 
credit society. This it has been possible for Bombay to do without 
effecting much reorganization at the primary level and without any 
significant reorganization of co-operative marketing. 
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REASONS FOR THE “FAILURE” OF 
CO-OPERATIVE CREDIT 

We would commence this chapter by reiterating our conviction 
that there is no real alternative to some form of co-operative 
association at the all-important rural base of agricultural credit. 
Further, we would affirm our belief that Indian co-operators and 
the Indian co-operative movement have, by specific individual 
achievements in the sphere of agricultural credit in many States, 
under handicaps which we shall^ presently analyse, demonstrated 
that, even at levels higher than the base, there is eventually 
no alternative more suitable than a co-operative form of credit 
organization. In making the latter statement, it is necessary to 
distinguish between significance and dimension ; between the degree 
of promise for the future, discernible in success, however limited, 
and the extent of fulfilment in the past in terms of measurable 
success and failure. 

2. It is generally recognized that the development of the co- 
operative credit movement in India has been inadequate in three 
important respects. There are large parts of the country which it 
has hitherto not covered; even in those areas to which it has 
extended, there are large sections of the agricultural population 
which still remain outside its membership; and even if attention 
is confined to those who are members of co-operative credit so- 
cieties, the large bulk of their credit requirements is met from 
I sources other than co-operative. What is not as widely recognized 
I is that the magnitude of this threefold inadequacy is such as to 
^ warrant, from the quantitative as distinguished from the qualitative 
i aspect, only one judgement, namely, "failure’, on the fifty year 
record of the co-operative credit agency in this country. The data 
of the Survey confirm that no other description of the record 
would be appropriate. 
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3. For the inadequacy of co-operative credit, to the extent it is 
generally conceded, several causes are from time to time cited. 
Reserving some of the more important social and economic causes 
for examination in the two succeeding sections, we may, for the 
present, consider such of the non-economic causes as usually 
appear in diagnoses of the poor development of the Movement. 
These may be classified as structural and functional, in so far as 
they relate, respectively, to the organization and working of 
co-operative credit societies and banks; in addition, the low 
level of education generally, and the lack of training of co-operative 
personnel in particular, are frequently mentioned. The degree of 
intervention by the State in the policies and working of the 
Movement also figures in discussions on the subject. In their 
bearing on the structure of the credit society, two important aspects 
are the size of the society and the nature of the liability, limited or 
unlimited. In regard to function and operation, one issue concerns 
the relative merits of single-purpose and multi-purpose societies 
and another relates to the degree of co-ordination between central 
banks and primary societies. 

Rep UTED Causes 

4. Concerning the size of the society, the orthodox attitude is 
V that expressed by the Maclagan Committee — It is a good general 
rule that there should be one society to one village and one village 
(to one society.’* A somewhat different view is reflected in the 
Vesolution passed by the Fifteenth Conference of Registrars of 
Co-operative Societies (1947) that the area of operations of a 
primary multi-purpose society should ordinarily be the village ; that 
in tracts where villages are very small there may be one primary 
society for more than one village; and that the area of operations 
of a mandi trading society should cover all the villages from which 
produce is brought to the mandu Our conunent at this stage is that, 
while the size of the society is undoubtedly important in the 
reorganization of co-operative credit, it cannot be regarded as by 
itself a crucial factor in explanation of the poor record of the 
credit movement, 

5. The issue of limited versus unlimited liability has been a 
controversial one. For a recent opinion on this subject, reference 
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may be made to the views of the Co-operative Planning Committee 
(1946) and the Agricultural Credit Organization Committee, 
Bombay (1947). The Co-operative Planning Committee was of 
the opinion that unlimited liability has not been very helpful 
to the progress of co-operative credit; it, therefore, recom- 
mended that except where unlimited liability has produced 
good results, the liability of the reformed and reorganized primary 
society should be limited. The Agricultural Credit Organization 
Committee' stated that a free hand should be allowed to the 
agriculturists to form their societies either on limited or unlimited 
liability. 

6. The preference for the multi-purpose form of co-operative 
society, as distinguished from the society concerned only with 
credit, arose in circumstances which have been referred to in 
Chapter 13. Neither the figures given there nor the instances of 
actual working of societies cited in Chapter 3 indicate that, from 
the point of view of credit development and in terms of the Move- 
ment as a whole, the . type of ‘ multi-purpose ’ activity usually 
adopted by societies has made any significant difference. 

On the issues of liability and purpose, it will suffice to note at 
this stage that, even though the considerations connected with 
them are important for future reorganization, no real clue to the 
unsatisfactory progress of co-operative credit in this country can 
be detected in either ©f them. 

7. The other functional aspect we have referred to is the lack of 
co-ordination. A lack of co-ordination on the part of central banks 
with societies on the one hand and with apex banks on the other 
is a feature common to the working of the credit structures of 
many States, as has been briefly noted in an earlier chapter. It is a 
feature which itself requires explanation, and we trust part of the 
explanation will be found in this chapter and some of those which 
follow. Meanwhile, we may observe that it does not appear that 
it is defective structural organization or functioning, whether in the 
matter of co-ordination or in some other respect, which is at the 
root of the undeveloped state of co-operative credit. In quantitative 
terms, e.g., proportion of the total borrowings of cultivators met 
by co-operatives, some of the poorer records pertain to Statea that 
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possess credit structures which are relatively well organized and 
well co-ordinated* 

8. The general lack of education and the inadequacy of training 
are two features emphasized' as very important by the Royal Com- 
mission on Agriculture (1928) as causes for the poor growth of 
Co-operation in India. The Preliminary Report (1936) and the 
Statutory Report (1937) of the Reserve Bank of India emphasized 
that the lack of training in commercial banking methods was one 
of the main causes of the unsatisfactory record of co-operative 
credit in India. 

While the level of education and the standard of training 
emphasized in the above Reports are no doubt important factors 
in the situation, neither or both of these can explain, for example, 
why as little as 3 per cent of the total borrowings of cultiva- 
tors is forthcoming from co-operatives, not only as an all- 
India average, but even in a relatively advanced State such as 
Madras. For more fundamental reasons we have to direct our 
search elsewhere. 

9. Official sponsorship of the co-operative movement in India 
is sometimes regarded as one of those features which explain the 
inadequacy of its record compared with what it has been able to 
do in other countries, especially of the West. All that it would seem 
possible to say at this stage is that, in Indian conditions, larger 
State regulation than usual in Western countries has been found 
necessary in the initiation and sponsorship of the co-operative 
credit movement. That such sponsorship has itself been among 
the main causes of lack of development does not seem prima facie 
valid and is not a proposition which has been accepted by Indian 
co-operative thought. 


Deeper Causes 

10, The features noted in the last section as ^ reputed causes " 
of the failure of co-operative credit are, all of them, other than 
economic. The more fundamental causes of the failure are in our 
opinion economic and socio-economic; the more important of 
these causes are considered in this section- 
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n. We may start by noting that studies of the relatively low 
progress recorded by the co-operative credit movement in countries 
comparable to India in the aspect of economic under-development 
point in some instances to the same conclusion as v^e have 
indicated^ viz., the phenomenon cannot be satisfactorily 
explained in terms of the non-economic causes to which it is 
usually attributed. The following extracts are reproduced from 
a paper published by the Department of Economic Affairs of the 
United Nations : 

“ . . . The possibilities of achievement by credit co-operatives 
should not ... be exaggerated particularly in the conditions en- 
countered in Asian countries. In India, China, South-East Asia 
and the Middle East, credit shortage is the effect of poverty as well 
as its cause ; the high burden of debt incurred by small farmers and 
tenants is symptomatic of economic maladjustments which go 
deeper than the deficiencies of the credit system. In these conditions, 
a high level of farm indebtedness does not indicate a high level 
of investment; it results to a great extent from the habit of 

borrowing to finance consumption No change in the machinery 

of credit-giving can be a sufficient remedy so long as consumption 
tends to run permanently ahead of production. The vicious circle 
of poverty, debt and high interest rates, can only be broken by 
measures which increase the productivity of the holding and lessen 
the rent and tax burden.”^ 

These observations illustrate how unconnected with most of the 
reasons usually alleged may be the real causes of the failure of 
Co-operation as an agency of credit, and of economic development 
generally, in the view of those who have studied conditions which 
are not wholly dissimilar to those of India. For an analysis of the 
main factors, we may start with the aims of Co-operation in the 
village. These are tersely and strikingly expressed in what may 
seem a slogan, but is in fact a fundamental statement of co- 
operative and economic objectives, viz., ‘better farming, better 
business, better living". We may deal with each of these inter- 
connected items in that order. 


1 selected Readings m AgneuUurai Credit^ International Conference on Agricultural and 
Co-operative Credit, 1952, pp. 72-5. 
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Better farming 

12. Better fanning may be interpreted as standing for everything 
connected with the proper development of the economic resources 
of the farmer. Thus, it includes legislative reform such as the 
modification of tenure, tenancy, rent, etc., in the direction of 
individual incentives for better production; the reconstitution of 
the farm by consolidation or co-operative farming; the creation of 
larger facilities for irrigation ; the supply of better seed and manure; 
availability of subsidiary occupations; and so on. Co-operative 
organization in the village, even if it did not sujffer from many of 
the usual handicaps, would not by itself be able to take on most 
of the preliminary tasks involved in bringing about these condi- 
tions. Many of them require the planned initiative of, and adequate 
finance from, the State. The position, in so far as the State’s ini- 
tiative is concerned, is undergoing rapid modification. For instance, 
the reform of tenure and tenancy laws, establishment of major and 
minor irrigation projects and the distribution of seeds and fertilizers, 
are being undertaken by Government on a much larger scale than 
hitherto. But the point to notice is that one of the three objectives 
of co-operative economic developrdent, of which co-operative 
credit development is only a part, has until quite recently been 
not only outside the effective scope of the Indian cultivator’s 
ability but, by and large, also outside the State’s priorities, interests 
and activities except as limited and unco-ordinated features 
of policy. 

Better business 

13. We may now turn to the second objective, viz., ‘ better 
business’. The cultivator is vitally concerned with two aspects of 
business, viz., (1) credit and (2) the economic activity which 
follows production, e.g., processing, storage and marketing. If he 
decides to transact any of these through a co-operative association, 
whether the village society or some larger co-operative organiza- 
tion, assuming that it is available to him, he soon finds — ^barring 
very exceptional instances— that neither the society nor the orga- 
nization is even one-tenth as useful to him as the moneylender, 
the trader or the miller. The moneylender may stipulate a higher 
rate of interest than the co-operative, the trader pay a lower price, 
or the miller charge unduly for the services he renders. But the 
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fact remains from the point of view of the cultivator that he is 
able to get from the moneylender a large enough loan for the 
sub-standard needs of consumption and production which he has 
to meet from time to time before the harvest. As for trader and 
miller — the latter, it may be noted, is often a trader as well in the 
commodity he processes — ^the cultivator finds that they too provide 
the much-needed facility of credit (besides that of marketing) 
either in the form of a loan, which incidentally ensures his selling 
his produce to them, or in the shape of an advance payment of 
purchase price. As pointed out in Chapter 5, agricultural processing, 
is largely in private hands, and the co-operatives have not, except 
in a very few instances, succeeded in entering this field. Thus, it is 
the private agency, by and large — ^moneylender, trader and miller 
— ^and not the co-operative that provides an essential facility, 
namely credit, to the cultivator on the strength of his crop or of 
his repaying capacity generally. Moreover, it is these rather than 
the co-operative marketing society that effectively hold open for 
him the door to the urban market. 

14. The basic fact in the village, then, is the competition, virtually 
the opposition, which the co-operative credit society and the co- 
operative marketing or, other society has to withstand from, 
relatively powerful private agencies. It matters not, as a factor in 
this competition, that the co-operative purports to act for the 
benefit of the cultivator and has objectives not shared by the private 
agency. The ubiquity of this agency, its widespread network from 
village to town and city, and in particular, the financial strength 
which it derives from its connexions with some of the most powerful 
elements of the urban economy, are all of them important factors 
which place the co-operative society and organization at great 
disadvantage in comparison with it and render the competition 
between them wholly unequal and one-sided. The trader, who is 
also often the village moneylender, can deal with the trading agent, 
the town moneylender, the indigenous banker and the commercial 
bank and, where needed, get financial accommodation from one 
or another of them. The latter, in turn, can replenish their finances 
from the wholesale trade or the bigger commercial banks in the 
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dties. In the subsistence, as distinguished from commercialized, 
tracts where the trading and commercial links of finance are absent, 
the private moneylender, for whom there is little or no competition 
at all to contend with (as we have pointed out in Chapter 1 1) is in 
an even more powerful position than elsewhere vis-a-vh the co- 
operative society. Few others, besides him, possess enough liquid 
resources to be able to lend ; there are usually no arrangements for 
the remittance of cash such as might encourage the establishment 
of a co-operative bank ; and the moneylender has connexions with 
other moneylenders or indigenous bankers in the urban areas to 
supplement his cash if he is so minded. In the face of this opposition, 
which in different areas (subsistence or commercialized) exists in 
different forms, but everywhere with strength which is more or less 
the same — a strength derived from the urban economy farther 
afield — the position of the co-operative society is that it can look 
up to Government for little else than administration, supervision 
and advice; for financial resources, it has largely to resort to the 
central co-operative banks which in turn, as a form of federation 
of the societies lower down, reflect the financial weakness and 
generally the powerlessness of the societies themselves. The same 
comments usually apply to the state co-operative bank except in 
those instances in which it has a certain degree of additional 
resources by reason of the State Government’s being a participant. 
The Reserve Bank at the top provides finance to both the channels 
— commercial and co-operative — which in this context may be 
regarded as ultimately, though in small part, reaching the cultivator. 
But, barring recent changes in policy, the Reserve Bank’s accom- 
modation is, among other things, related to the financial strength 
of the credit institutions which approach it for accommodation. 
Even in this respect, therefore, it is normally the commercial chan- 
nel, which at several points feeds the trader and the moneylender, 
that receives the larger volume; whereas the co-operative channel 
gets, by and large, what its weaker financial structure warrants. 
The opposition, then, which the co-operatives face at their dif- 
ferent levels — base, middle and apex — is from a private set-up of 
trade and finance, which is not only much better organized in regard 
to its technical services but also much more adequately and 
9 
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powerfully financed from above. Financially and structurally, the 
one is a weak federation of weak units in which the poverty of 
the rural base is matched by the lack of strength of &e mban 
apeic, whereas the other is a strohg, powotM and 
projection from a relatively prosperous urban economy at the 
top^ into a rural sector of commercial activity and commercia 
domination at the bottom. 

15 It is not the fact of this opposition alone, extremely 
important as it is, that explains the poor growth 
-business’ whether of credit or of processmg and marketmg^ 
Witto the co-operative sphere itself are elements-melhods and 
of the Astern on the one hand and attitudes of mmd of 
hidividuals on the other-which have hampered and ^^fjed the 
credit movement from within. One of the most strikmg o ^ 

that offered by the co-operative assessment t 

as it has developed over the years; we have referred to this aspwt 
on mL than one occasion. From character and repapng ^paa^, 
as judged by local knowledge and kept under review y 

co-operative credit, at a very early stage, gravitated to 
o^ership and landed security. Co-operative practi^ has by and 
large peKisted in this bias towards ownership as the entenon of 
Lriiti^rthiness in spite of periodical exhortations to the 

Ibis substantial deviation between co-operaUve pnnaple and 
co-operative practice is only partly explained by factors such as 
the Muence which the bigger landowner tends to wield over the 
rural society or the failure of honorary direction and supervision 
and the consequent need for Co-operation to look out for s^e 
more tangible form of security than character or capacity. The 

S^nSltobefoundin the pursuit of thehneofleastres^ 

by rural societies, as weU as by central and apex 

the one hand have been powerless to compete against the pnvat 

fra/tfr and the private moneylender and, on the other, have ha 

teLt or of the medium and small farmer. The panchay^d^s 
and seaetaries of the primary societies, no less than those hi^e. 
up in the structure such as the directors, managers and supervisors 
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of central banks, tend in the majority of cases to look out for the 
least troublesome form of security as basis of creditworthiness, 
something which does not require a great deal of effort, supervi- 
sion and organization. ‘Character’ and ‘repaying capacity* having 
been eliminated for this reason, the broad alternatives for security 
are a saleable right in land such as ownership or the annual produce 
from the land. The landless tenant, however big, cannot offer land 
because he does not own any; he may be a protected tenant, but 
that is a right which trader law cannot be alienated ; or he may be 
an unprotected tenant, in which case he has usually nothing at all 
to offer with the exception of the produce of his land. But then 
there are good reasons for the cultivator not offering his future 
crop as security to the society or for his not fulfilling the promise 
even if he has offered it. In some instances, the reason is the pressing 
need for credit, in order to obtain which the potential crop has 
aheady been offered to and accepted by somebody else — the miller, 
the trader or the moneylender — ^long before the harvest. The 
main reason, however, in these as well as in the majority of other 
instances, is a basic need — one which is more important than just 
credit— namely, the need for effective access to the urban markets 
which, by and large, only the private trader today provides to the 
cultivator. The co-operative society does not satisfy either of these 
needs — credit and marketing — except in small fraction and except 
in relation to a small number of cultivators. So while the landless 
tenant, as also the medium or small producer generally, has usually 
only his stiU unharvested crop to offer as worth-while security, 
Ck)-operation for its part has little or nothing to offer in return. The 
private trader, because of the financial resources at his back, and 
the private moneylender-cum-trader, because of both resources and 
local knowledge at his back, are both in a position to offer the 
credit urgently required by the cultivator at the time he needs it 
and, what is more important, they are also able to provide the 
marketing arrangements (including processing, storage, etc.) which 
help the final disposal of his produce. It is therefore to them that 
the cultivator sells his crop or pledges it in advance either formally 
or informally. With more resources and the willingness to take 
more trouble, co-operatives should be able to provide finance in at 
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least larger volume than at present in the form of crop loans based 
on acreage and the nature of the crop grown. A more radic^ 
improvement in the position would, however, be possible only it 
co-operative marketing is so efficiently organized that the produce 
of all members is channeUed through the marketing society, u ^ a 
development of this kind would be possible only when the toanci^ 
and technical resources of the marketing society ^e such as to 
enable it (in conjunction with the credit society) to offer both credi 
and services on an adequate scale, the former in advance of the 
harvest, as the trader, the processor and the moneylender do, 
though not of course on the same usually extortionate terms. 
Co-operation as now organized from the bottom is unable to muster 
in adequate degree either type of resource, financial or technical. 
Unless it is enabled to do so, it will tend to look away from 
as security. Equally, it will continue to consider land and the 
cuarantee of the landed as the most suitable and least troublesome 
form of security. We have here then a vicious circle in which 
powerlessness to compete with the stronger private interests vrtiates 
me of the first principles of Co-operation and further adds to the 
powerlessness. This coexistence of three important facts, m., 
rn the organic connexion between credit, marketing and pro- 
^sing (2) the powerful urban-derived competition arrayed 
S’ c^peraUve, to each of these spheres, and (3) the weak 
r^ral-based structure of co-operative credit, provide in our view an 
important explanation why co-operative credit has by and large 
failed in this country. 

16 We have considered agricultural credit and marketmg and, 
in its aspect of association with the latter, also agricultural pro- 
cessing. the context of ‘better business’ have also to be token 
into account items of industry which are ancillary to agricultural 
production or are otherwise part of the larger rural production. 
Agricultural processing figures here again; then there are 
livestock-breeding, etc., as aspects of ‘mixed farming; and there 
is also of course the whole range of cottage industries in the rur 
areas Not only co-operative credit and marketing, but also <»- 
operative processing, co-operative organization of cottage industries 
and several other forms of co-operative economic activity have to 
face the same unequal competition from private trade and finance 
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which we have referred to in connexion with credit and marketing, 
and, in addition, from organized private industry including the 
bigger manufacturing concerns. 

17. But, as we have pointed out, opposition from outside the 
co-operative organization, however significant as a cause of the 
failure, is by no means the only important factor in the situation. 
Within the co-operative fold itself are ingrained attitudes, habits 
and want of active sympathy, which have seriously hampered the 
growth of co-operative credit and co-operative economic business. 
As long ago as in 1915, the Maclagan Committee listed the 
* occasional partiality to themselves’ of managing committees (of 
primary societies) as among weaknesses ‘only too apparent in 
India’. This tendency may be traced to the character of village 
leadership, to the bias towards ownership of land and to the 
influence of caste. In central co-operative banks, in many parts of 
India, the same influences may be seen to be at work, either in the 
form of a negative and unhelpful attitude towards the interests of 
medium and small cultivators, or of the ‘tenant’ class as distin- 
guished from the ‘owner’ class; or in a positive bias towards 
urban interests including, in particular, the interests of the trader 
class in towns and cities. This opinion is shared by several expe- 
rienced co-operators, official and non-official, who have given us 
the benefit of their views. In the apex institutions of the co-operative 
structure, such as state co-operative banks and central land mort- 
gage banks, one often finds alongside of much in the leadership or 
direction that is genuinely co-operative, a very considerable bias, 
conscious or unconscious, towards urban interests such as private 
trade, and propertied classes such as the bigger landowners. More- 
over, in some of the States, the boards of the state co-operative 
banks include heterogeneous urban elements not particularly 
attuned by training or temperament to the needs of rural areas. 
In some of them, there is considerable conflict between the represen- 
tatives of the central banks on the one hand and those more directly 
concerned with the proper management of the apex banks such as 
official and non-official nominees of the State Government. 
Progressive credit policies for the benefit of the cultivator and for 
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the promotion of production have usually little chance of being 
pursued in the conflict of interests and attitudes which is a 
characteristic of some of the less well developed state co-operative 
banks. 

In the light of what happens in banking institutions specially 
designed for the supply of rural credit on a co-operative basis, it is 
not surprising that the much more urban-minded and profit- 
motivated commercial banks, insurance companies, etc., have 
little use for the agriculturist and agricultural finance. The record 
in this respect of commercial banks, elsewhere illustrated by 
figures, bears out this statement. 

18. We shall, in the next chapter, have occasion to refer to recent 
changes in the policies of the Reserve Ban k in regard to the 
promotion of agricultural credit. Meanwhile, as iUusfirative of the 
position as it obtained some years ago, may be mentioned the 
typically ‘bureaucratic’ summing up and disposal of issues 
connected with co-operative credit which figures in the Statutory 
Report which the Reserve Bank submitted to the Govemor-General- 
in-Council in 1937.* It may be noted in this context that the 
attitude of the Central Bank of a country, as indeed that of 
its bigger commercial banks and financial institutions, is obviously 
a matter of great importance to the specialized structure of 
agricultural finance. 

19. In the sum total of the attitudes and environment, psycholo- 
gical, sociological and other, of co-operative societies, central 
co-operative banks, apex co-operative institutions, commercial 
banks, insurance companies and the Central Bank of the country, 
consists the climate of institutional credit; that climate in Indian 
conditions has been preponderantly ‘ urban ’ ; it is not yet congenial 
to rural interests and the fulfilment of riural needs. It is in this 
climate that the rural producer is expected, by and large, both by 
co-operative theory and governmental policy, to combine with 
other rural producers, form co-operative associations at the village 
level and through them conduct his ‘ business ’ in so far as it 
concerns credit. He is expected to do this without financial assistance 
of a significant order from the State, but with a great deal of 

t Statumy Report, Reserve Bank of India, 1937, pp. 38-9. 
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administrative advice and guidance from it. Having formed an 
association, he is left to face the powerful competition of private 
credit, private trade (often private moneylending-cum-trade) and 
private organization of industry, all of them deriving strength and 
support from the urban apex — ^whether of commercial banking 
and itoance or of export or wholesale trade. In the same context, 
the rural producer is expected to organize himself co-operatively 
for the promotion of the processing, marketing, etc., of his harvest. 
Added to all this is the cleavage of interests in the village itself, 
with the bigger landlord, the village moneylender, the village 
trader, etc,, on one side and the medium and small cultivator on 
the other. Village leadership, vesting as it does in the former, 
usually operates partly for the advantage of the more powerful 
economic interests and partly in alignment with the social institution 
of caste; and village leadership thus constituted and biased makes 
itself felt in every institution in the village including, of course, the 
co-operative society itself. How this combination of circumstances 
outside and inside the village has arisen in India will form the 
subject of the next section. Meanwhile, we may conclude at this 
stage that in this combination resides the basic reason for the 
failure of the co-operative efforts at ‘ better business ’ in its 
twofold aspect of better co-operative credit and better co-operative 
economic activity. 


Better living 

20. The third main objective of Co-operation mentioned at the 
outset was better living. More and more has co-operative theory 
in India, in recent decades, shown an inclination to shift the 
emphasis to this aspect of the function of co-operative organiza- 
tion. To assess the validity of this change in emphasis we have to 
recall that in the conditions just described, the progress of Co- 
operation in this country has taken place in the manner of what 
may be described as an inverted handicap race : the bigger handicap 
being attached to the weaker in the race. Even within this grave 
limitation, a certain number of miscellaneous reforms might 
arguably have enabled Co-operation to do a little better than it 
actually has ; but it is only of academic interest to speculate on 
what more it might not have don© with an improved method here, 
with some better provision for training elsewhere, and so on. The 
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main difficulties would still remain; they are far-reaching and 
fundamental. Knowingly or unknowingly confronted by these, it 
is perhaps no wonder that the co-operative movement has started 
to think more and more of better living. Partly, this can only be 
described as escapist. Not successful, in co-operative action, with 
better farming and better business, not fully realizing, it may be, 
that the want of success is much more due to forces beyond 
Co-operation than to weaknesses within it, co-operative thought 
and co-operative prescription have tended to seek refuge in the 
hypothesis that if only the functions and activities of the society 
are directed to all aspects of life, instead of only to farming and 
business, the Movement will have much better chances of success. 
There seem to be discernible here two wholly distinct contexts 
in one of which the idea may be valid, but of limited application, 
while in the other it would be fallacious and misplaced. A strong 
society, which is generally a society wiiich has either certain 
advantages in regard to leadership etc., or against which, for 
some very exceptional reason, are not arrayed the urban forces 
indicated in the foregoing paragraphs — such a society may 
indeed achieve better progress than it hitherto has if it concentrated 
not on a single purpose but on the many purposes implicit in 
better living. To treat the same remedy as appropriate for a weaker 
society, which, because of those forces, is not able to organize 
either its fanning or its business on anything like a reasonable 
level of efficiency, is, in our view, to commit a fundamental 
mistake. Generally speaking, better living can only come as the 
accompaniment or sequel of better farming and better business, 
and the two latter will be successful only when the conditions 
requisite for their success are first brought about. 

Fundamental Causes 

21- Reviewing the statistics of co-operative credit for the period 
1906-7 to 1911-12, the Maclagan Committee observed, “Local 
conditions varied so widely that progress was by no means 
uniform and in different regions very different types of societies 
began to make their appearance. But in no Province did the new 
doctrine fail to strike root. . . The progress made in the first 
few years of the Movement was remarkable.” The conclusion 
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that the primary co-operative society had taken root in this 
country was premature then, and would perhaps be still premature 
now nearly forty years after the report of the Maclagan Com* 
mittee. Indeed, there is a certain degree of truth in a description 
we have come across of Co-operation in this country as ‘a plant 
held in position with both hands by Government since its roots 
refuse to enter the soil’. More than the roots of Co-operation, 
it is the tentacles of private economy that have acquired grip 
in rural India. 

The not-so-strong can combine co-operatively and get the 
same advantages as the strong. But the very weak are not in 
the same position as the not-so-strong; certainly not if the strong 
have, in addition, a whole reservoir of institutional strength 
from which they can add immeasurably to their own. This 
disproportion provides a key to the wholly different records of 
co-operative credit in the West and in India; for. Co-operation 
can succeed only if, between the forces of Co-operation on the 
one hand and the opposing forces of private credit and private 
trade on the other, the disparity that ever tends to be present 
does not exceed certain reasonable bounds. In India, not only 
has there been too wide a disparity between the internal strength 
of the co-operative structure and the external forces pitched 
against it in competition ; these latter have in many insidious 
ways entered into and vitiated the internal cohesion of co-operative 
bodies themselves. No more than an outline of how this has 
happened is attempted in this section. 

22, In India today there is an aggregate of private financial 
power, which in point of location is largely urban and in point 
of bias is almost wholly urban-minded. In appreciable degree, 
this may be regarded as the heritage of a colonial economy, 
which, seated in the bigger ports and cities, drew to itself for 
export abroad the raw materials — the ‘cash-crops’ — of the 
rural area, and which, in that process, signified also the advent 
of the cash economy to the country-side ; certainly, in the details 
of its interpenetration from city to town and from town to village 
and in its main ramifications in the rural area it drew sustenance 
from the hoary inequities of caste and class and privilege. The 
cash economy brou:^t with it changes which had inevitably to 



122 


“failure” of co-operative credit 


come to the rural area; for, the advent of the economy itself — 
irrespective of the historical accident of its colonial origin in 
this country — ^was inescapable in the conditions of the modem 
world. Money and the use of money assumed much larger signi- 
ficance than before even in those ‘ subsistence ’ areas, usually 
also the remoter rural areas, where payments and transactions 
in kind, including a residual extent of barter, were significantly 
prevalent. As a rule, however, the powerful interests of export 
succeeded in imposing the cash economy only within the periphery 
of their own transactions with the rural economy. In the cities 
and towns grew up bodies which were ancillary to the main 
institutions of export trade and finance. These subsidiary elements 
consisted of banks, firms, trading houses and individuals — agents, 
financiers, etc. — representing the indigenous interests which foimd 
it profitable to work for or in conjunction with the more powerful 
foreign institutions, into many of which, indeed, they later found 
entry and which in some instances they even replaced. Lower 
down in the rural area was the village moneylender and the 
village trader, often the same individual, as well as the small- 
town moneylender and the small-town trader or commission 
agent, again often the same individual, who also aligned them- 
selves to, for indeed they were the necessary instruments of, the 
new economic system which rapidly invaded the old. Where there 
was self-sufficiency before, these forces of commercialization 
worked for the larger production and outflow of the particular 
commodities — cotton, jute, etc. — ^which were originally needed 
for export to the big manufacturing centres abroad and at a later 
stage for the urban industries which had meanwhile grown up 
within the country itself. Large tracts of the country retained 
then character as food-crop or subsistence economies. But they 
too were affected in varying degrees by the new cash needs imposed 
on them through the gradual disruption of the older self-sufficiency. 
At the same time, the banking institutions of the commercialized 
economy were little interested in these areas, and in them the 
moneylender, as distinguished from the trader in cash-crops, 
assumed greater power and importance than elsewhere. In its 
industrial aspect, rural self-sufficiency had been affected even 
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earlier, since, for one thing, the products of cottage industries 
had to conapete with those of organized industry, foreign and 
indigenous. The reaction of those who sought to advocate a 
return to the old order was wholly unrealistic. Much more to the 
point would have been a planned and determined attempt on the 
part of the State to minimize the socio-economic efiects of the new 
and inevitable forces on the millions of people adversely affected 
by an unplanned transition from one order to another. But this 
implied an enlarged concept of the functions of the State; and 
even the partial recognition of such a concept, in the actual 
working of Government as distinguished from mere theories as to 
the role of the State, was at that time a distant development yet 
to come. In India, it would have been futile to expect any signi- 
ficant recognition of the concept until after political power passed 
to the people themselves. Even so, it required the conditions 
created by the last World War to induce some recognition of the 
political, social and economic necessity of State intervention. 
State control and State planning for the benefit of classes and 
areas less favourably situated than the rest. 

23. Meanwhile, for several decades there continued to operate, 
as there still operates, a mechanism of trade, finance, etc., the 
working of which has, by and large, been consciously or im- 
consciously against the interests of the rural population generally 
and the rural producer in particular. The resulting conflict may be 
very broadly described as between the ‘urban’ interests which 
had now established themselves and the ‘rural’ interests which 
had always existed. The new pattern was such that the access to 
seats of power and sources of finance was largely cut off from the 
weaker sections that formed the bulk of the rural population. 
The location of both power and finance continues to be largely 
‘urban’, and the institutions so located tend inevitably to be 
urban-minded in the sense that their directors and executives 
respond much more readily to urban than to rural interests. The 
urban-mindedness usually also extends to the more significant 
institutions of the State and to the headquarters and subdiead- 
quarters of the administrations of the different Governments. 
To these seats of power and sources of finance, public and private, 
is established a chain of contact, influence and, where relevant^ 
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financial interrelation. At the far end of the chain, that is to say 
the village, are the village leaders, such as pmchayatdar and patel, 
who occupy the local seats of power, and the village financiers 
such as moneylender and trader who are the local sources of 
finance. In view of their being a part of the channel of power 
and finance, they are also the recipients of power and finance 
from sources and reservoirs higher up the channel. Sometimes 
two or more of these — the village leader, the village lender and 
the village trader — are one and the same person; and a broad 
affinity governs their attitudes towards the rest even where there is 
more than one leader, more than one lender and more than one 
trader. Leadership in particular is important. It may be based on 
the ownership of property, on the advantage of education, on the 
hereditary position held in the preponderant local caste, on a 
combination of all or some of these factors and finally — and 
growingly — on political influence. All too rarely is effective village 
leadership based on merit or culture or on capacity to be of service 
to the village itself. When this leadership happens to be outside 
the local village institutions — ^the co-operative society in the 
present context — ^it is a danger ; when it is inside these institutions 
it is even more potently and more presently a danger. The danger 
partly arises from the fact that, while the State has a vested 
interest in the success of Co-operation, private banldng and private 
trade, particularly at the village level, have a vested interest in the 
failure of co-operative credit. This is less and less strong and 
more and more implicit and impersonal at the higher levels, but 
stronger and more explicit at the lower stages. When local Co- 
operation gets into the charge of the village moneylender, and 
more especially the landlord-cum-moneylender, he becomes the 
society, the depositor and the borrower, all of them together or 
each in turn, with the ease with which the one Godhead becomes 
Brahma, Vishnu and Shiva — Creator, Preserver and Elestroyer — 
in the more picturesque expressions of Hindu philosophy, or 
with the elusiveness with which matter and energy exchange roles 
in the more recent refinements of nuclear physics. 

The affinity of interests between moneylender and trader and 
their common interest in the failure of co-operative credit can be 
readily explained. Both moneylender and trader, in so far as 
they are interested in the producer of cash-crops or foodgrains 
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which are sold in the urban market, derive that interest from the 
fact that there is enough profit at the marketing end to make 
their own transactions with the producer profitable, whether 
in the form of interest on moneys lent or of commission on goods 
sold; in other words, they are, in this context, a part of the 
financial and trading machinery which operates in order to supply 
urban demand which is relatively paying, whether this demand is 
related to consumption, manufacture or export. Credit for pro- 
duction and finance for marketing at the village level tend in these 
circumstances to be, if not in the same hands, at least in the hands 
of those who see with the same eyes and work for the same ends, 
this co-ordination being dictated by the character of the demand 
which is supreme over both production and supply. It is incon- 
ceivable, for example, that credit for production could be largely 
co-operative while finance for marketing and processing remained 
largely private. 

24. It is not only the urban-induced power of the private 
moneylender and the private trader that affects the success of 
co-operatives when it manifests itself either inside or outside the 
society. Affinity is not confined to these two ; it extends to the 
leadership in the village, whether this is based on property or 
derived from connexion with the administration. The bigger 
landlord has ways which conform with those of the money- 
lender, and indeed, as we have said, he is often the moneylender 
or trader himself. The village headman is also drawn from the 
same class, and it is usual for these to have connexions which 
link them not only to the sources of finance but to the seats of 
administrative power. Subordinate officials, revenue and other — 
including those of the relatively low-paid co-operative depart- 
ment — have often no alternative but to stay with these village 
leaders and be dependent on them for ordinary amenities when 
they visit the village or camp in it for a few days. In this and 
other ways is initiated a process of association with those who 
wield power and influence in the village and who for that reason 
have their own uses as the local instruments of an administration 
which resides in towns and cities and which in varying degrees 
is inaccessible to the ordinary villager. This close conformity of 
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association and interests between the subordinate officials of 
Government and the more powerful elements in the village is a 
matter to be borne in mind as of great significance in explaining 
the failure of implementation of the policies and directives, 
co-operative or other, emanating from the higher levels of the 
administration. Sometimes, temporarily overawed by superior 
official authority or enthused by missionary-minded officers, an 
important measure of co-operative policy, for example, may 
in fact be translated into practice in the village ; but it is not often 
that the effect is lasting; frequently the directions merely remain 
on paper, especially where they involve some disadvantage to- 
the more powerful in the village. Acting in concert with these, 
the subordinate official, whose functions take him to the village, 
creates for the benefit of the superior officers what might be 
called the illusion of implementation woven round the reality 
of non-compliance. Several factors in the village help to create 
this effect, not least among them the powerful influence of 
caste. If the leader is of a particular caste, it is unusual for 
others of the same caste in the village to report to superior 
authority that things are otherwise than as reported by the leader 
and the subordinate official. This marked tendency towards the 
promotion of an impression of change around changelessness, 
of active obedience to behests around stolid resistance to instruc- 
tions, which only the most persistent and detailed supervision 
from above can check, has always to be taken into account in 
assessing the worth of reports that the policies of Government 
have been put into operation in the village. The consideration is 
one which must qualify both satisfaction and belief when it is 
found stated, for example, of a particular area, that tenancy laws 
have been enforced, or that moneylenders are not operating without 
due authorization, or that co-operative societies are actively 
functioning from year to year. The status quo and the non-compli- 
ance are often achieved conjointly and at great effort by the leading 
elements in the village and the subordinate agencies of Govern- 
ment. The balance attained may be the result of some completely 
new alignment of forces, of some new distribution of perquisites 
or of some new passing of ‘consideration’. The persons who 
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suffer in this process are the weaker and disadvantaged elements 
of the village for whose benefit the directives and policies are 
conceived. Among the combinations of factors which thus operate 
against the interests of the bulk of those who reside in the village 
is the rigidity of caste feeling in conjunction with the power 
derived from money, land, leadership, and above all the afiSliation 
with the superior forces of urban economy. The rigidity of caste 
loyalty remains, while the original division of caste fimctions no 
longer does. The result is that the landlord who may also be 
moneylender, the moneylender who may also be trader and the 
educated person who may also be subordinate official, all these 
through their association with the outside lurban world of finance 
and power wield an influence in the village which at many points 
is diverted from the good of the village to the benefit of the caste 
or even of a close circle of relatives. 

In considering the record of the co-operative credit movement 
in the Indian village, it has accordingly to be remembered that 
in India, as wholly distinguished from other countries, there 
has been the unique combination of the following featuesr: 
(1) a socio-economic structure largely based on caste within the 
village itself, (2) the linking up of the upper parts of that structure 
to a cash economy and an administration centralized in the urban 
sector, and (3) the fact that the linking up took place as the 
outcome of three processes which historically happened to operate 
together in India, viz., colonial rule and administration, com- 
mercialization of agriculture and urbanization of industry. 

25. It is within a socio-economic structure so distorted by this 
combination of events and forces as to present a grave disparity 
within the village itself and an equally grave disparity between 
the village on the one hand and the town and the city on the other, 
that the co-operative effort to develop credit has hitherto taken 
place in India. Co-operation had — ^and has — ^the great mission 
of seeking out the greatest common measure, firstly of good in the 
economic sense and secondly, but not less importantly, of good 
in the ethical sense in the leadership and following of the Indian 
village. The task in effect was to combine these two elements of 
good and to direct the force so generated towards a great 
endeavour for the common betterment. Perhaps, in this effort, 
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Co-operation might have succeeded a little better if it had 
recruited a band of devoted workers at and from the village level 
capable of knowing and applying the co-operative technique 
among their coequals. Attempts have indeed on occasion been 
made by co-operative leadership to build up a body of competent 
co-operative workers from the village upwards. But it was not 
the fault of the leadership or of the Movement that an approach 
which had to be at once scientific and missionary, village-minded 
and country-wide, failed to be adopted on any significant scale. 
It may be that the time itself was not ripe for such techniques. 
In any case, for a non-oiBScial agency the task was stupendous. 
For Government, as till recently constituted, the task was im- 
possible. The context has now changed and the time is clearly 
propitious. This is specially true of the opportunity which now 
presents itself before Government, of developing co-operative 
societies — or administrative panchayats or other comparable 
village institutions — in a manner which ensures that those insti- 
tutions, together with the structure of which they are the base, 
are so designed in their relation to the internal pattern of village 
leadership as to be for the advantage of the village as a whole 
and in particular for the protection and benefit of the weaker 
elements that so largely inhabit it. 

>/26. The failure of co-operative credit is explicable in terms of 
the total impracticability of any attempt to combine the very 
weak in competition with the very strong and expect them by 
themselves to create conditions, firstly for their emancipation 
from the interests which oppose them, and secondly for their social 
and economic development in the context of the severe dis- 
advantages historically imposed on them by a structure of the 
type described. The problem is not so much one of reorganization 
of co-operative credit as of the creation of new conditions in wliich 
it can operate effectively and for the benefit of the weaker. The 
prevailing conditions cannot be transformed by the very persons 
who are oppressed and rendered weak by their existence. The 
forces of transformation have to be at least as powerful as those 
which are sought to be counteracted. Such forces can be gene- 
rated not by Co-operation alone but by Co-operation in conjunc- 
tion with the State. 
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One may consider an institution for the rehabilitation of 
crippled children struck down by the malady of infantile paralysis. 
The little patients are studied, courses of treatment, prescribed 
and carried out, muscles gradually strengthened and all efforts 
made to rehabilitate them and send them back to normal life. 
No one has yet suggested that those children should depend on 
themselves as much as possible and form themselves into a mutual 
association for individual rehabilitation. 
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agricultural operations and marketing of crops from 9 months 
to 15 months. Both these had been recommended by previous 
committees and supported by the Informal Conference. 

More far-reaching changes in the Act were introduced in 1953 
on the basis of recommendations made by the Informal Conference. 
These changes were as follows ; 

1. Section 17(2)(b) of the Act was amended to give a 
wider interpretation to the terms ‘agricultural operations’, 
‘crops’ and ‘marketing of crops’ so as to include within its 
purview ^ mixed farming’ activities (i.e., activities undertaken 
jointly with agricultural operations) and the processing of 
crops, prior to marketing, by agricultural producers or any 
organization of such producers. 

2. A new section, viz., 17(2)(bb) was added to empower 
the Bank to rediscount bills of exchange or promissory notes 
of state co-operative banks and state finandai corporations 
drawn for the purpose of financing the production or market- 
ing activities of cottage and small-scale industries approved by 
the Bank and maturing within 12 months, provided the pay- 
ment of the prindpal and interest of such bills of exchange 
or promissory notes is guaranteed by the State Government. 

3. A new section, viz., section 17(4A) was added enabling 
the Reserve Bank to grant medium-term loans to state co- 
operative banks for agricultural purposes, for periods not 
less than 15 months and not exceeding 5 years provided that 
such loans are guaranteed by the State Government, do not 
exceed the owned funds of such banks and do not at any time 
exceed Rs 5 crores in the aggregate. 

3. We shall now turn to a review of the st^s taken in the last 
few years by the Reserve Bank in pursuance of the more positive 
policies which it has adopted in the sphere of rural finance. In 
doing so we shall take up each of the distinct lines of action 
specified by the Reserve Bank’s Board of Directors in thdr 
Report for 1951-2 from which we have quoted. 

Steps for enabling the Reserve Bank to fimction more effectively within 
the existing framework 

4. Certain important changes were introduced in the procedure 
followed by the Reserve Bank, in respect of accommodation 
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to State co-operative banks, as recommended by the Informal 
Conference. According to the revised procedure which is now 
in force, the stipulation previously made that all loans and 
advances should be repaid by a fixed date, viz., 30 September 
each year, has been given up ; each drawal is treated as a 
separate loan. The credit limit fixed is related not to borrowings 
irrespective of repayments, but to the total amoxmt outstanding 
on any day during the relevant period. These procedural changes 
have enabled state co-operative banks to make freer and fuller 
use of the financial accommodation provided by the Reserve Bank. 
The amount drawn by tihem in respect of such accommodation 
at the end of June 1953 totalled Rs 1,190' 37 lakhs as compared 
with Rs 537*80 lakhs in 1950-1, Rs 16*80 lakhs in 1947-8 and 
Rs 1*25 lakhs in 1945-6. The concessional rate of interest at 
which the accommodation is made available has continued to be 
li per cent even after the Bank Rate was raised from 3 per cent 
to 3i per cent in November 1951. Policy has also been liberalized 
in regard to the purchase of debentures of central land mortgage 
banks. The Reserve Bank now takes up 20 per cent of such 
debentures instead of 10 per cent as previously. 

5. Along with these steps intended to make accommodation 
from the Reserve Bank more liberal, the Informal Conference 
also suggested that there should be closer co-ordination between 
the activities of co-operative institutions on the one hand and 
the policies and operations of the Reserve Bank on the other. 
In this context, they suggested the establishment of a Standing 
Advisory Committee on Agricultural Credit. This recommen- 
dation has been implemented by the Reserve Bank. A Standing 
Advisory Committee on Agrictiltural Credit, consisting of 14 
members, was set up in July 1951 for advising the Reserve Bank 
‘ on matters pertaining to its Agricultural Credit Department and 
subjects allied to those matters 

Steps for enlarging the framework so far as that could be readily 
decided upon and carried out 

6. We have already referred to the legislative enlargement of 
the Reserve Bank’s role in the sphere of rural credit in various 
directions. Another very significant development here has been 
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that the Reserve Bank organized a series of visits by its officers 
to Part A, Part B and Part C States with a view to aiding the 
formulation, by the authorities concerned, of plans for the re- 
organization of the co-operative credit movement in the different 
States. Such plans have since bee^ drawn up for all States (with 
the exception of Jammu and Kashmir). In many cases, an 
essential part of the plan was the creation of a state co-operative 
bank (through which alone the Reserve Bank can provide finance 
to the co-operative credit system) in the States where one did not 
exist before. State co-operative banks have been newly set up, 
under this programme, in Saurashtra, PEPSU, Rajasthan, Madhya 
Bharat, Travancore-Cochm and Himachal Pradesh. In a number 
of States, state co-operative banks were, of course, already in 
existence. For some of these, considerable reorganization was 
recommended by the Reserve Bank, and progress on these lines 
has been made in various States such as Hyderabad, Mysore, 
Punjab and West Bengal, 

7. Whether the problem was one of establishing a new apex 
bank or of reorganizing an existing one, the Reserve Bank has 
in all suitable cases advised a policy of State partnership includ- 
ing contribution to share capital. In this manner, the total con- 
tribution so far made (in a few cases proposed to be made) by 
State Governments to the share capital of state co-operative banks 
is a little over Rs 70 lakhs, taking the concerned States together. 

8. The plans formulated do not stop with the creation or 
reorganization of state co-operative banks. Indeed, they broadly 
cover the entire co-operative credit structure including proposals 
for the rationalization of central financing agencies and the 
establishment of a proper network of primary credit societies, 
since these are basic to the Movement. Plans have also been 
formulated for the establishment of new central land mortgage 
banks and reorganization of existing ones. New central land 
mortgage banks have, within the last few years, been organized in 
Saurashtra and Hyderabad with State participation in share capital. 

9. Obviously, no co-operative development, even if only credit 
development of the order envisaged, would be possible without 
organizing efficient training arrangements on an extensive scale. 
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at all levels, and for a large personnel, existing as well as new, 
and pertaining to co-operative institations as well as co-operative 
departments. Accordingly, at an early stage, the Reserve Bank 
provided both the iGhance and the initiative for organizing such 
training, and in collaboration with the Bombay Provincial Co- 
operative Institute, organized an all-India training centre for 
co-operative personnel at Poona. Two courses are provided at 
the centre. One is a short-term course of six months for training 
the higher officers of the co-operative departments and the 
executives of state co-operative banks etc. The other is a long-term 
course of one year for training officials and non-officials a step 
lower in the rung of responsibility, i.e,, the ‘ intermediate " staff. 
Practical training forms an important part of the training scheme 
and a certain degree of specialization is provided. Later, in this 
chapter, reference is made to the further expansion of this scheme, 
as part of a programme in the First Five Year Plan. 

10. Another scheme of training, also sponsored by the Reserve 
Bank and proposed to be largely subsiffized by it, relates to the 
training of the supervisory personnel of commercial banks. The 
training is intended to be essentially practical in nature. Two 
experts have been made available from the United Kingdom 
under the Colombo Plan to help to organize the coUege which 
is about to be established in Bombay.^ A strong committee of 
commercial bankers has been in charge of the formulation and 
initial implementation of the scheme. 

11. Apart from the initiation of plans for the reorganization 
of the co-operative credit structure in the various States and for 
the training of their co-operative personnel, the Reserve Bank^ 
pursuing one of the recommendations of the Informal Conference, 
has undertaken a scheme of ‘voluntary’ inspections of co- 
operative banks, especially of those which borrow from it. 

Steps for eventually designing a new and co-ordinated framework 
in the light of facts to be ascertained 

12. While, as noticed in the preceding paragraphs, the functions 
exercised by the Reserve Bank in regard to the provision of rural 
finance have been made more effective in certain respects or the 

^ The Callege (Bankers Training CoUege) im since been set up. 
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framework itself expanded in certain others, there remains the 
vital question of formulating a long-term plan of rural jSnance 
in regard to both policy and organization. It was in this context 
that the Informal Conference felt that a detailed investigation 
of the facts on a country-wide basis was a necessary preliminary. 
This recommendation was accepted by the Reserve Bank. The 
present All-India Rural Credit Survey, as we have already said 
in Chapter 1, is the outcome. 

Action for enabling co-operative banks to extend beyond the town 
to the village and commercial banks beyond the bigger to the 
smaller town 

13. As regards this item, the Rural Banking Enquiry Committee 
made detailed suggestions for the provision of better facilities, 
including cheaper remittance of funds, for banks generally, 
including co-operative banks. The Reserve Bank accepted these 
suggestions and, accordingly, with effect from 1 September 1951 
the rates of exchange on remittances issued on behalf of com- 
mercial banks, co-operative banks and societies and indigenous 
bankers, from the oflSces of the Reserve Bank, branches of the 
Imperial Bank and such treasuries and sub-treasuries as maintain 
chests of the Issue Department of the Reserve Bank have been 
reduced.^ Moreover, scheduled banks and such state co-operative 
banks as maintain accounts with the Reserve Bank, are now entitled 
to transfer funds from branches of the Imperial Bank to any 
account with the Reserve Bank, whether or not they maintain 
accounts with the Imperial Bank or have offices at places from 
which remittances are desired. Various steps have also been taken 
for increasing the facilities available for the conversion and 
exchange of notes and coin and also for the reform of sub- 
treasuries and treasuries. 

Action in regard to the branch extension of the Imperial Bmk and 
consequent conversion of a larger number of non-banking treasmies 
into banking treasuries 

14. One of the important recommendations of the Rural 
Banking Enquiry Committee was that banking facilities should 

1 The former rates were: 

Up to Rs 5«000 at 1 /X 6 per ceat (mimmom Re 1). 

Over Rs 5,000 at 1/32 per cent (xnmimum Ra 3-2-0). 

These have now been reduced to; 

Up to Rs 5,000 , . . . . . . at 1/32 per cent (tnmimum Re 1). 

OW Rs 5,000 at 1/64 per cent (minimum Re 1-9-0). 
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be enlarged through an increase in the number of offices of the 
Imperial Bank and, consequently, of the currency chests held 
by that bank on behalf of the Reserve Bank. We shall have occa- 
sion in the next chapter to revert to this extremely important 
subject. 

Action in regard to the extension of the Reserve Bank beyond Part A 
States to Part B States 

15. This again is a subject of great importance which will be 
dealt with in the next chapter. Meanwhile we may note that as 
many as five of the Part B States, viz., Madhya Bharat, Travancore- 
Cochin, Hyderabad, Mysore and Saurashtra have appointed the 
Reserve Bank as their sole banker. The Reserve Bank itself, under 
its programme of branch extension, has recently opened an office 
at Bangalore and a section of the Department of Banking 
Operations at Trivandrum. 

The Reserve Bank and rural finance as it figures in the First Five Tear 
Plan 

16. We have so far reviewed the action taken by the Reserve 
Bank in pursuance of the recommendations made by the Rural 
Banking Enquiry Committee and the Informal Conference on 
Rural Finance. To complete the account, it is necessary to allude 
briefly to the Reserve Bank’s association with the programme 
of rural finance in the First Five Year Plan. The targets of that 
programme were settled in consultation with the Reserve Bank. 
They relate to the finance which is expected to be made available 
by Government and the co-operatives together, the latter with the 
assistance of the Reserve Bank, at the end of 1955-6. The targets 
are Rs 100 crores per aimum for short-term finance, Rs 25 crores 
per annum for medimn-term finance and Rs 5 crores per annum 
for long-term finance. The Bank is attempting to ensure, so far 
as this lies in its own sphere of action, that at least an approxi- 
mation to the targets is achieved by the end of the period of the 
Plan. 


17. Apart from these targets relating to credit, the First Five 
Year Plan has made provision for a sum of Rs 10 lakhs for sub- 
sidizing the organized training of co-operative personnel. Here 



SOME LIMITATIONS 


137 


again, acting conjointly, the Government of India and the Reserve 
Bank have set up a Central Committee for Co-operative Training 
in November 1953. The Committee gets its finance partly from 
the Reserve Bank and partly from the Government of India, the 
total at the moment being of the order of Rs 10 lakhs per annum. 
The Committee is presided over by an eminent non-offlcial 
co-operator. Starting with the nucleus already built up by the 
Reserve Bank, it has drawn up a country-wide scheme of co- 
operative training, which includes the expansion of the all-India 
course at Poona for higher personnel, the establishment of five 
regional centres (including the second of the two courses at Poona) 
for "intermediate’ personnel, and a programme for raising the 
level of training of the subordinate personnel of the co-operative 
departments and institutions of dijQTerent States through a system 
of conditional subsidies. Several concessions have been decided 
on and notified to those concerned by the Committee such as free 
tuition, rent-free lodging and monthly stipends. The big task before 
the Central Committee for Co-operative Training forms the 
subject of the recommendations in Chapter 31. 

Some Limitations 

18, We have briefly recounted in the previous paragraphs the 
more important of the policies followed and steps taken by the 
Reserve Bank in pursuance of the positive and constructive role 
it has now adopted in the sphere of rural banking, credit and 
finance. For a proper perspective, however, it is necessary to 
mention certain considerations, many of them arising from 
factors outside the control of the Reserve Bank, which set a 
limit to the efficacy of any programme of rural credit in which 
the Bank’s policies and measures are not supported and comple- 
mented by corresponding policies and organizational effort 
elsewhere. For instance, without a thorough reform of the 
operations of the co-operative credit structure and in particular 
of the primary credit structure, which its policies can only 
stimulate but not bring about, it would not be possible for the 
Reserve Bank to ensure that the whole of the credit provided by 
it is actually transmitted to where it is intended and not diverted 
in varying degrees to needs other than rural and purposes other 
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ffian agricultural. Even more difficult is it to ensure, without 
such reorganization, that the credit reaches the medium and 
small cultivator, since for much the larger part he is at present 
outside Co-operation itself. In respect of the whole structure, apex, 
central and primary, another major difficulty of the Reserve Bank 
is that, if that particular canon of prudent banking which relates 
borrowings to owned funds as a multiple thereof is to be observed, 
then the total amount by which it is able to supplement other 
resources is obviously limited to the extent of such owned fxmds 
at different levels of the structure. Further, not only in regard 
to the short-term and medium-term credit structure, but also, 
and particularly, in regard to land mortgage banks, the difficulty 
which the Reserve Bank faces is that State Governments are not, 
in many cases, willing or perhaps even able to make the finan- 
cial contribution necessary for establishing new institutions, or 
reorganizing the old, with the full amount of share capital 
required. In most cases, indeed in practically all, it is unrealistic 
to expect that co-operative societies and individuals by themselves 
w'ould be able to contribute more than a small part of the requisite 
share capital. This, as well as the fact that the Reserve Bank’s 
statute does not, as it stands, enable it to accommodate land 
mortgage banks otherwise than by the purchase of debentures, 
greatly restricts its ability to persuade State Governments to help 
set up such institutions. 

We have enumerated several limitations. These, however, only 
emphasize the urgent need for an integrated scheme in which all 
agencies of finance can be co-ordinated, and the scheme itself 
supported by similarly co-ordinated action in other and inter- 
related spheres of economic activity. Subject to these considera- 
tions, the Reserve Bank’s recent record, as set out in the 
previous paragraphs, reveals in our opinion many lines of develop- 
ment of great significance for the formulation of a more compre- 
hensive plan of rural credit, rural banking and rural finance. 
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RECORD OF THE IMPERIAL BANK AND 
OTHER STATE-ASSOCIATED BANKS 

I T is necessary to deal with the Imperial Bank and other state- 
associated banks as a separate category for certain very impor- 
tant reasons which arise from the connexion which these banks 
have had with Government policy, including those aspects of 
the policies of different Governments which had a bearing on 
agricultiural finance or on the provision of banking facilities in 
rural areas. 


Imperial Bank 

2. Before reviewing the Imperial Bank’s record in relation to 
the relevant items, it would be convenient to explain the manner 
in which the extension of that bank into rural areas would be 
helpful for the development of banking generally and, in parti- 
cular, for the provision of remittance facilities for Governments, 
commercial and co-operative banks and the public. Briefly, the 
position in India in this respect is very different from that in 
countries such as the U.K. and U.S.A. where the banking system 
itself provides the machinery for the transmission of funds from 
one centre to another, whether rural or urban, with the minimum 
of cost. In India, as we have noticed, commercial banks cluster 
around certain important trading and other centres. Nevertheless, 
there is one institution at least, viz.. Government, both ^tate and 
Central, which requires frequent transmission of funds from place 
to place, all over the country, to meet obligations to pay cash. 
In the absence of banks, a great deal of physical transfer of funds 
from place to place will be required. And owing to factors such 
as the relatively large payments to be made at certain times, e.g., 
at the beginning of each month when salaries have to be paid, 
the locking up of large cash balances in the treasuries and sub- 
treasuries at district and taluka headquarters would be necessary. 
This aspect may be strikingly illustrated by citing the instance of 
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Mysore where, as on 1 June 1950, in the absence of arrangements 
corresponding to those in Part A States, the total amount of cash 
maintained in 91 treasuries and sub-treasuries amounted to Rs 1 '91 
crores as contrasted with Rs 3'81 crores in the ‘ treasury ’ balances 
of Government maintained in all the non-banking treasuries and 
all the non-banking sub-treasuries of Part A and Part C States 
taken together (approximately 1,150 in number). How does it 
happen that Part A and Part C States are able to manage with 
much less cash in their treasuries 'and sub-treasuries? The 
explanation lies in the currency chests of the Reserve Bank 
which are established in Government treasuries and sub-treasuries, 
but which, wherever there is a branch of the Imperial Bank at 
the same place as the Government treasury or sub-treasury, are 
established in the branch of that bank. The latter is made possi- 
ble because the Imperial Bank is the agent of the Reserve Bank 
in Part A and Part C States at every place at which the Imperial 
Bank, but not the Reserve Bank, happens to have a branch. 
(The Reserve Bank’s branches are confined to relatively few 
places.) 

We may now examine what happens at a non-banking treasury, 
i.e., the treasury which conducts cash operations (m addition to 
the maintenance of accounts) because of the absence of a branch 
of the Imperial Bank. The currency chest in such a treasury (like 
a currency chest with the ImperM Bank) is the property of the 
Reserve Bank and is placed in the possession of the treasury or 
sub-treasury officer concerned, as an official of the State Govern- 
ment which itself, in this matter, stands in a fiduciary relation 
to the Reserve Bank which has entrusted it with the currency 
chest. As a result of this arrangement, the treasury or sub-treasury 
need keep no more than a very small treasury balance in the 
form of cash. Whenever the payments made by the treasury or 
sub-treasury on a particular day exceed the limit of the treasury 
balance, the officer concerned takes notes from the currency chest 
and utilizes them. Correspondingly, he places the excess receipts 
in the currency chest. In other words, what amotmts to a bankmg 
transaction between the Government and the Reserve Bank, the 
latter represented by the currency chest, takes place in the treasury ; 
and this transaction may be either a withdrawal from the Bank 
as in the first case or a deposit in the Bank as in the second case. 
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This is possible because the State Government keeps the entirety 
of its accounts with the Reserve Bank which is its sole banker. 
These accounts relate to different places all over the State. 
Sometimes they represent transactions between one State Govern- 
ment and another State Government or between the State Govern- 
ment and the Central Government. All these transactions are 
eventually adjusted in the Central Accounts Section of the Reserve 
Bank at Calcutta. Daily advices are given as to the transactions, 
whether these be ‘ plus ’ or ‘ minus % between the State Govern- 
ment and the Reserve Bank, the latter as represented by its 
currency chest in each treasury or sub-treasury, and the balance 
as a whole is struck and the necessary adjustment made. 

This, however, is only a part of the picture. Wherever there 
is a branch of the Imperial Bank, it is this bank which conducts 
the operations just described. It does so on behalf of the Reserve 
Bank on the one hand and of the State Government on the 
other. These transactions agmn, whether plus or minus, pass 
through a parallel line of adjustment leading up to the Central 
Accounts Section at Calcutta and are there co-ordinated with 
the set of transactions relating to the non-banking treasuries and 
sub-treasuries of the Government concerned, i.e., treasuries and 
sub-treasuries at which the cash work* is managed by the 
Government itself and not by the Imperial Bank. In this manner, 
it is possible to counteract to some extent the great inconvenience 
caused by the absence of a widespread network of banking in 
this country. It should be noted in this context that the existence 
of currency chests is a great advantage to the Imperial Bank in 
regard to its own banking transactions. For, the same dfficulties 
as present themselves to State Governments in the matter of 
remittance also confront the Imperial Bank. By an arrangement 
which, in essentials, is the same as that pertaining to the State 
Governments, the Imperial Bank is enabled to keep at its branches 
cash balances of a very small order. The advantage, however, 
is not confined to the Imperial Bank because wherever com- 
mercial banks have branches at the same places as the Imperial 
Bank, they make use of the Imperial Bank extensively for the 
remittance, inward and outward, of their own funds; and this 
arrangement enables the Imperial Bank to charge the commercial 
banks much less for this facility than it would otherwise have to. 
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This is not possible to anything like the same extent when the 
currency chest is operated by a Government and not a bank. 

The significance of the Imperial Bank in respect of remittance 
of money from place to place — and therefore in relation to the 
possibility of cheap transfer as required of the funds of commer- 
cial and co-operative banks — should now be obvious; and this 
is the key to the importance attached to a programme of exten- 
sion to rural areas of the Imperial Bank. Attention had been 
paid to this aspect at the very inception of the Imperial Bank 
itself. When the three Presidency Banks were amalgamated by 
statute in 1921, one of the cardinal points of justification stress- 
ed by the then Finance Member was the almost unlimited im- 
portance and potentialities of the new institution from the point 
of view of the banking development of the country as a whole. 
A programme of opening a number of new branches was enjoined 
on the Imperial Bank by Government. 

3. It may be recalled at this stage that, before the establish- 
ment of the Reserve Bank, the Imperial Bank had in effect hoen. 
discharging certain central banking functions such as under- 
taking the general banking business of Government and the 
management of the Public Debt. The picture changed when 
the Reserve Bank was established in 1935. We may ask ourselves 
whether tbe Imperial Bank can legitimately argue, if it is 
so minded, that it is a commercial bank, pure and simple, and 
that the entrustment to it of the cash work of Government is a 
matter of specific agreement between itself and the Reserve Bank. 
It is necessary for our purpose to emphasize here some of the 
points brought out in the Report of the Rural Banking Enquiry 
Committee. The reasons why the Imperial Bank cannot be 
allowed to regard itself as a commercial bank which for purely 
adventitious reasons has entered into an agreement with 
the Reserve Bank (or with Government in the past) fall under 
two categories : (1) those connected with public need and 
interest, and (2) those connected with the advantages gained and 
consolidated and others still ^joyed by the Imperial Bank. 

Confining attention, so far as the first consideration is con* 
cemed, to the question of remittance facilities, it is clear that so 
important a matter caimot be left to m ad hoe agency. If there 
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were no Imperial Bank, it would have been necessary to create 
one. As regards the second set of considerations, reference may 
be made to the background of Government sponsorship and 
connexion against which the bank came into being and has 
since grown up to its present stature. 

4. In this context the Rural Banking Enquiry Committee 
suggested the assumption of a larger degree of control over the 
Imperial Bank. It is extremely pertinent to notice that, irres- 
pective of this question of control, the Reserve Bank as well as 
the Imperial Bank have, after the Rural Banking Enquiry Com- 
mittee had made its recommendations, been actively pursuing 
the question of branch extension of the Imperial Bank. The 
initial two year expansion programme of the Imperial Bank 
which ended on 30 June 1953 is now being followed by a three 
year programme beginning from 1 July 1953. Taking into account 
the 34 branches already opened dming the initial two year period 
ended on 30 June 1953, the total number of new branches which 
the Imperial Bank will have opened, according to the programme, 
will be 114 at the end of five years commencing from 1 July 1951. 
This is not even half that recommended by the Rural Banking 
Enquiry Committee which had indicated a target of 274 new 
centres for the corresponding period. With all its limitations, 
however, the programme is one of the most significant features 
of the recent record of the Imperial Bank in its relation to 
rural banking. 

Other State- associated Banks 

5. It is now necessary to take up the story in relation to the 
other state-associated banks and consider their connexion with 
the conduct of the cash work of the treasuries of the State 
Governments concerned and, following from this, the signi- 
ficance of these banks for a scheme in which the extension of 
banking treasuries (as distinguished from non-banking treasu- 
ries) becomes a factor more important than any other for the 
expansion of rural banking.* Some of the recommendations of 
the Rural Banking Enquiry Committee are here relevant. Before 

1 These state-associated banks are : the State Bank of Saurashtra, the Bank of Patiala, the Bank 
of Bikan^, the Bank of Jaipur, the Ba^ of Rajasthan, the Bank of Indore, the Bank of Baroda, 
the Bank of Mysore, the Hyderabad State Bank and the Xra^^uacoie Bank* 
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coming to the conclusion that, so far as Part A and Part C States 
were concerned, the Imperial Bank should continue to conduct 
the cash work of the treasuries of Government the Committee 
had examined various alternatives that had been put forward 
such as the division of the cash work between the Imperial Bank 
and various other commercial banks. It was against this back- 
ground that the Committee viewed the problem in so far as it 
concerned Part B States. It felt that the question of the eventual 
entrustment of cash work to state-associated banks in these 
States might be left open for the time being and be reviewed after 
a period of five years, the only exception to this being Hyderabad, 
where owing to certain special considerations, the Hyderabad 
State Bank might continue to be entrusted with the cash work of 
Government treasuries. At the same time, the Committee made 
a very definite recommendation that the Governments of all 
the Part B States should appoint the Reserve Bank as their 
sole banker. 

6. In the further pursuit of these proposals, the Reserve Bank 
made much more detailed enquiries than it had been possible 
for the Rural Banking Enquiry Committee to conduct, and for- 
mulated lines of action which were in advance of the recom- 
mendations made by the Committee. The Reserve Bank found 
that in practically all the Part B States, the affording of many 
of the ‘ banking ’ facilities enjoyed by the State Governments 
and, in varying degrees, the conduct of cash work of the treasu- 
ries of the State Governments, were already among the existing 
functions of the ‘State’ banks in question. If, then, the Reserve 
Bank was appointed the sole banker to the Governments of 
Part B States while not recognizing the ‘ State ’ bank as its agent, 
the position would be that the Reserve Bank would have to ask 
the State Governments concerned to establish its currency chests 
in Government treasuries ; and this in some cases would involve 
a transfer of cash work from the ‘ State " banks to Government 
itself, a process which, obviously, would be the reverse of that 
envisaged, on very valid considerations, for Part A States, 
Confronted with this problem, the Reserve Bank set about 
evolving a formula of control over the ‘State* banks which 
might enable it to appoint the ‘ State ’ banks concmted as its 
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agents either simultaneously with, or after a time lag from, the 
appointment of the Reserve Bank itself as the banker of the 
State Government. 

7. This formula has been successfully applied in practice. The 
Hyderabad State Bank and the Bank of Mysore have, in their 
respective States, been appointed agents of the Reserve Bank 
with effect from 1 April and 1 November 1953, after acceptance 
by them of the scheme of control. In Travancore-Cochin and 
Saurashtra, where the Reserve Bank has been made banker to 
the State Governments, no agent of the Reserve Bank has so far 
been appointed ; in both the cases, however, the State Govern- 
ments have agreed that the appointment of the ‘ State ’ banks 
concerned as agents of the Reserve Bank would be subject to 
the adoption of the scheme of control. 

It wiU be noticed that in Hyderabad and Mysore both the 
requisites have been fulfilled, viz., the appointment of the Re- 
serve Bank as banker to the State Government and the appoint- 
ment of the * State ’ bank as the agent of the Reserve Bank. In 
Travancore-Cochin, the first requisite has been fulfilled. It is 
expected that the second wiU also be fulfiUed after the lapse of 
three years from the execution of the Agreement between the 
State Government and the Reserve Bank. In Madhya Bharat 
too, the first requisite has been fulfiUed ; the second has not been 
fulfiUed because the branches of the Bank of Indore cover only 
a very smaU part of the State. In Saurashtra, where the State 
Government has appointed the Reserve Bank as its banker, a 
legal dfficulty stands in the way of the State Bank of Saurashtra 
being appointed as the agent of the Reserve Bank. In Rajasthan, 
the difficulty has been that as many as three banks, viz., the 
Bank of Bikaner, the Bank of Jaipur and the Bank of Rajasthan, 
have been conducting the cash work of the State Government. 
The Reserve Bank has insisted that the amalgamation of these 
three banks is a condition precedent to the appointment of an 
agent in the State. But one of the three banks is unwilling to 
consider amalgamation with the other two. FinaUy, PEPSU 
shares with Rajasthan the position that neither of the requisites 
is fulfiUed. In tibis case the difficulty has been the attitude of the 
State Government itself which has hitherto taken the stand that 
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it is not of advantage to it to appoint the Reserve Bank as its 
‘ sole ’ banker. 


Present Position 

8. The account we have given reveals that a great many steps 
towards integration have been taken during the last two or three 
years by the Reserve Bank. The difficulties which have stood 
in the way of the completion of this process are partly legal, 
partly arising from the attitudes of individual banks and partly 
a consequence of the attitudes of individual State Governments. 
In the establishment of currency chests in Part B States, there 
has also been an appreciable degree of progress, but here the 
Reserve Bank has been faced with two serious limitations. One 
of these limitations is that the relatively small size of the banks 
concerned, wherever they are appointed as agents, necessarily 
implies the need for a certain amount of caution by the Reserve 
Bank in regard to the pace at which new currency chests can be 
established. Where the Reserve Bank has not yet been able to 
appoint an agent bank to operate for it in the Part B State 
concerned — as in Saurashtra and Travancore-Cochin — even 
this limited number of currency chests has to be entrusted to 
Government treasuries ; this is the second serious limitation on 
the programme set before itself by the Reserve Bank, since 
Government treasuries in possession of currency chests — ^in other 
words, non-banking treasuries — are clearly far less effective than 
banking treasuries for the provision of rural banking facilities. 
AH this has meant a much slower pace of expansion of remittance 
facilities than would have been possible in other circumstances. 
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SUMMING UP OF THE PRIVATE 
CREDIT AGENCIES 

The records of the different agencies of rural credit have been 
examined in Chapters 9-17. As a preliminary to the formulation 
of an integrated solution, it is proposed in this chapter to consi- 
der briefly the significance of the private credit agencies in the 
light of the requirements of such a solution. 

Commercial Bank 

2. It has been seen that the advances of commercial banks for 
the production of agricultural commodities constitute less than 
4 per cent of their total advances. Nor are commercial banks of 
any significance as lenders to co-operative banks or co-operative 
marketing societies. If commercial banks are interested in rural 
areas it is more for the purpose of getting deposits from those 
areas through branches and mobile banks than for financing 
either agriculture or cottage industry. This is entirely under- 
standable because the commercial bank, not only in India but 
in most other countries, is not designed for channelling finance 
to the cultivator. But, while commercial banks have little or no 
significance . for agricultural production, they may, if suitable 
conditions are created, acquire considerably greater importance 
than at present for agricultural marketing. It would seem that 
it is in these directions, rather than on the basis of a more direct 
relationship between commercial banks and rural credit, that 
future policies would have to be formulated in so far as they are 
concerned with these institutions. 

Trader 

3. The significance of wholesale and retail traders may be 
briefly disposed of. Backed as both these are by the powerful 
institutions of commercial and indigenous banking, they constitute 
as we have said, a formidable rival to co-operative marketing. 
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The wholesale trade might be invested with some importance 
in this context if it could be directly linked to a well-organized 
structure of co-operative marketing. In so far as the retail trader 
or the agent of the wholesale trade is in direct contact with the 
cultivator, we have seen that the finance provided by him con- 
stitutes, on an average, about a twentieth of the total borrowings 
of cultivators. But much of this financing is really in the nature 
of advance payment for produce purchased. 

Indigenous Banker 

4. The indigenous banker, like the commercial bank which in 
many parts of the country is replacing him, is a financier of 
trade; he is also often a trader himself; further, he finances 
moneylenders. That this mixed agency of trade and credit still 
serves a residual nurntier of more or less useful purposes in 
certain parts of the country may well be true; but what is not 
true is that the indigenous banker thereby becomes entitled to be 
considered seriously as an appropriate instrument of rural credit. 
A claim of this sort has been made from time to time by asso- 
ciations of indigenous bankers with a view to obtaining facilities 
of re-discount and re-finance from the Reserve Bank of India. 
The resultant negotiations between the indigenous banker and 
the Reserve Bank have been going on intermittently for the last 
fifteen years. As these negotiations have not been entirely dictated 
by the context of rural credit, it is not for us to say whether, as 
a general proposition, they should or should not be pursued, and, 
if pursued, on what modified lines it may be fruitful to resume 
them. So far as agricultural credit is concerned, however, we are 
definitely of the view that there would be more danger than 
benefit to the cultivator if the indigenous banker is constituted, 
as suggested by him, a part of a chain of credit extending from 
the Reserve Bank at one end to the cultivator at the other, with 
the indigenous banker and the town and village moneylenders 
as the intermediate links. 

Moneylender 

5. As in the case of the indigenous banker, so in that of the 
moneylender, the suggestion is sometimes put forward that means 
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should be found of associating Mm effectively with any institu- 
tional arrangements that may be devised for the supply of rural 
credit. The size of the moneylender’s participation in agricultural 
iSnance is undoubted. Nevertheless, it is a mistake to imagine that 
that size is a measure of the place he must occupy in a realistic 
solution or, conversely, of the peril at which he may be ignored 
in any such solution. Rather, it is an index to the size of the 
effort that will be needed on the part of the State to rectify a 
chronic maladjustment which is to the disadvantage of rural 
India. 


Remaining Agencies 

6. There remain to be considered in the context of the formu- 
lation of solution, the Reserve Bank, the state-associated banks, 
the co-operative agency and finally the Governments themselves, 
Central and State. The Underlying assumption of the discussion 
will be that which we have postulated in Chapter 8, viz., that the 
reorganization of agricultural credit in India must be based on 
some form of co-operative association of cultivators witMn the 
village itself. Notwithstanding the unsatisfactory record of co- 
operative credit, which we have already discussed, we believe 
that the co-operative system can, if the right conditions are 
created, work successfully in this country. The manner in which 
effort and organization can be directed to this end is considered 
in the ensuing chapters. 
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FORMULATION OF SOLUTION (I): 
DEVELOPMENT OF CO-OPERATIVE 
CREDIT 

We may now attempt to correlate the more important aspects 
of the problem of rural credit with the more promising features 
of the agencies available. Three general questions arise : 

1. What are the priorities to be assigned to different aspects 
of the problem and, consequently, what are the more important 
items to be kept in mind in designing a scheme for meeting 
those requirements ? 

2. Which of the existing agencies, and with what modi- 
fications if any, may properly be fitted into such a scheme? 

3. What new devices of organization will be needed 
for meeting those important aspects of the problem for 
which it may not be possible to find solutions in any other 
manner ? 

Co-operative Credit 

2. Let us first consider the priorities of the problem. One basic 
consideration has already been emphasized : there is eventually 
no effective alternative to a co-operative form of institution, at 
any rate at the village level and for dealing direct with the culti- 
vator. In that sense, the main requirement is to make the co- 
operative credit organization in its primary form a much more 
effective institution than it is at present. Such a development of 
co-operative credit cannot, it is obvious, be achieved all at once 
if we bear in mind the weaknesses which it displays today. The 
prior requirement, so far as credit by itself is concerned, is the 
strengthening of the upper levels of the structure, i.e., those 
above the primary society, by such measures of State partici- 
pation, and for so long, as necessary, in order that a powerful 
helping hand may be held out, capable of guarding the primaj^ 
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Structure against the dangers and weaknesses inherent in the 
present functioning of the co-operative credit system as a 
whole. 

State Governments and Reserve Bank 

3. It is clear that the co-operative movement will not be in a 
position by itself to effect a reform so radical as that implicit in 
the development envisaged. To our mind it is obvious that the 
most significant potentialities in this respect are to be found in 
the record of the Reserve Bank in recent years in its relations with 
the co-operative movement. The Bank agreed to make finance 
available even during the interim stages preceding full imple- 
mentation of programmes of reorganization, provided only the 
State Governments firmly endorsed these programmes and, at 
the same time, guaranteed to the Reserve Bank the repayment 
of the loans given to co-operatives. This went a long way to- 
wards the success of the process of implementation itself. In this 
constructive combination of policy and effort between the Reserve 
Bank and the State Governments we see one of the most important 
ways in which a much larger programme of development can be 
undertaken. 

Loans to State Governments 

4. Let us now examine the factors which are either beyond the 
control of the Reserve Bank or which impede a much fuller 
programme of reorganization. To take the apex structure first, 
while the Reserve Bank can, if certain conditions are satisfied, 
make short-term accommodation available in much larger quanti- 
ties than the state co-operative banks can at present obtain, 
it cannot, under its present constitution, assist the State Govern- 
ments by lending them the amounts with which they might parti- 
cipate in the share capital of their state co-operative banks. 
In a much larger expansion of credit activity, it is clear that 
unless the share capital of the state co-operative banks, as also 
of the central banks, is greatly increased, no large-scale strengthen- 
ing and ^pansion of the structure at tMs level is possible. One 
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line of solution, therefore, is that of enabling the Reserve Bank 
to make loans to the State Governments for the purpose of their 
participating in the share capital of state co-operative banks and 
through them, in the share capital of the central banks. In the 
sphere of long-term credit also, if the Reserve Bank could be put 
in possession of funds and statutorily enabled to lend to State 
Governments for participation in the share capital of land mortgage 
banks, the promotion of these banks on a much larger scale would 
be made possible. Further, once the institutions are established, 
the Reserve Bank should be in a position to give much larger credit 
accommodation than it is able to do at present. So far as short- 
term credit is concerned, no substantial changes would seem 
necessary in the statute governing the Bank ; for one thing, the 
proposed increase in the share capital of state co-operative banks, 
central banks and societies, can well result, even under the existing 
arrangements, in much larger short-term borrowing than at present 
from the Reserve Bank. But in regard to medium-term credit 
and long-term credit it is obvious that the Reserve Bank of India 
Act should be amended so as to make it possible for the Bank 
to be of much greater assistance than at present through the 
medium of the reorganized co-operative credit structure. 

Stabilization 

5. There are other and important aspects to be considered. 
One needed direction of action is that of making suitable arrange- 
ments for the stabilization of co-operative credit institutions 
in those temporary contingencies which arise as a result of famine, 
drought, etc. An important form of assistance in this context 
would be for the Reserve Bank (and also state co-operative banks 
etc.) to build up a fund which can, on stated conditions, be drawn 
upon for the benefit of the co-operative institutions in emergencies 
such as those we have mentioned. The Reserve Bank’s financial 
responsibilities in this context should not go beyond the extension 
of the period of accommodation. For example, the responsibility 
of affording outright relief, which will have to be institutionally 
provided for, will have to vest in the Government of India. Hence, 
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another way of strengthening the co-operative structure would be 
to institute a suitable fund for this purpose in the Ministry of 
Food and Agriculture of the Government of India. 


Training and Organization 

6. There is another important line of prospective solution with 
which the Reserve Bank as well as the Ministry of Food and 
Agriculture are now intimately connected, viz., the provision of 
training facilities. This has been provided through the Central 
Conamittee for Co-operative Training to which we have referred 
elsewhere. The programme of this Committee should obviously 
be drawn up and implemented in intimate co-ordination with the 
credit development programmes of the Bank itself. Since a pro- 
gramme of this kind will impose on the Bank very much greater 
executive and supervisory responsibilities than at present, consi- 
derable strengthening and reorganization of its own relevant 
departments will be necessary. 

Chit Fund Etc. 

7. All the steps we have tentatively formulated so far group 
themselves around two lines of policy, one directed towards the 
strengthening of the co-operative credit structure from the top 
right down to the district and sub-district levels, and the other 
towards evolving a strong and stable primary credit structure, 
deriving strength from the upper levels. This, however, leaves 
out two important items. One of them relates to credit for pur- 
poses other than production. It is inherent in the solution we 
contemplate that co-operative credit should be essentially of the 
nature of productive finance, including in that term such sub- 
sistence finance as is required by the producer for maintenance 
of Ms family until the harvest comes in. It is for credit required 
for expenditure that cannot be classed as productive, in tMs 
enlarged sense, that we have to tMnk of other lines of action co- 
ordinated with what we have already formulated. The Survey 
data show that considerable borrowing takes place for marriages 
and other ceremonies ; an appreciable amount of borrowing also 
takes place for construction and repairs of residential houses. 
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8. One way of tackling the problem might be to introduce 
within the organization of the primary society distinct arrange- 
ments for the admission of nominal members for purposes other 
than productive credit and to constitute all such members and 
the normal members into what might be called a system of 
‘ Sahaya (or Mutual Help) Chit Funds We would suggest the 
following as an attempt at solution : 

1. The primary society will be the stakeholder of the chit fund. 

2. A particular amount, or graded amounts, will be prescribed 
by the society as periodical (e.g., monthly) subscription. 

3. Membership of the chit fund — as distinguished from member- 
ship of the primary credit society — ^will be open to all 
villagers acceptable to the society ; cultivators as well as 
non-cultivators, producers as weE as labourers. Those admitted 
wEl be ‘ nominal ’ members of the society. 

4. One-third of the periodical subscriptions wiE be treated as 
fixed interest-bearing deposits placed with the society which 
can be withdrawn after a prescribed period. This part of the 
contribution wiU not be included in the chit fund and will 
not figure in disbursements. 

5. Another third wiE be earmarked towards a ‘ needs fund ’, 
the need being one of a specified category such as marriage 
or death in the famEy or a costly iEness. Even where the 
‘ needs fund ’ is sufficiently large, the loans from it for 
marriages, funerals, etc., should be Emited to what is reasonable, 
as distinguished from what in usual practice is extravagant. 

6. The last third of the amount coEected by subscriptions would 
be disbursed by lots. 

7. The scheme should at the start be introduced only in promis- 
ing areas after detaEs have been thoroughly worked out. It 
should ordinarEy be introduced only in the areas of the 
more efficient and larger-sized prunary societies. But, when in- 
troduced, it may be necessary to ban by legislation certain 
specified types of chit funds in the area, especiaEy those likely 
to compete with the society’s own chit fund. 

9. The other important aspect in which credit activities at the 
viBage level have to be co-ordinated with the system we have 
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proposed for the higher levels of the credit structure is that of 
the productive needs of the non-agricultural classes such as the 
village handicraftsman, the worker in small industries and the 
cultivator who takes up a cottage industry in his spare time. 
The broad line of solution which seems most appropriate is 
eventually to channel such credit too through the co-operative 
credit structure. Naturally, in this matter, the risk of the parti- 
cular cottage industry should not fall on the society itself ; 
adequate guarantees may, therefore, be necessary. Also, the 
entire system will have to be co-ordinated with marketing arrange- 
ments. The All-India Handloom Board, the All-India Khadi and 
Village Industries Board, etc., will have to be considered in this 
context, and the question examined of the co-ordination of their 
functions and financial operations with those of state financial 
corporations, industrial co-operative societies and co-operative 
banks, and finally the Reserve Bank itself, in so far as a recent 
amendment of the Reserve Bank of India Act now makes it 
possible for the Bank to give short-term accommodation to 
specified cottage industries on stated conditions. 
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FORMULATION OF SOLUTION (II) : 
DEVELOPMENT OF STORAGE AND 
WAREHOUSING AND CO-OPERATIVE 
ECONOMIC ACTIVITY INCLUDING 
PROCESSING AND MARKETING 

In the previous chapter, we dealt with certain features of the 
problem which are more or less intimately connected with credit. 
We propose to devote this chapter to a very brief consideration 
of the more important of those measures which arise from rural 
economic activity as a whole, of which credit is only an aspect 
and a reflection. 


Storage 

2. We may first consider storage. Sometimes, but to an insig- 
nificant extent, it is co-operatively organized. The most pro- 
mising developments in this direction have taken place where 
the State Government concerned has given subsidies and loans 
to societies, occasionally to marketing societies, for constructing 
and running co-operative godowns. War-time conditions gave 
a JfiUip to this activity when, as in Madras and Bombay, the State 
Governments displayed positive interest in helping co-operatives 
to provide themselves with storage in order that they in turn might 
assist the State in the distribution of foodgrains and sometimes 
their procurement. But neither in these States nor in the country 
as a whole has the development of organized storage, co-operative 
or other, been appreciable. The most important reason for this 
lack of progress, in spite of a large mass of legislation in regard to 
warehousing, has been the fact that no specific body or insti- 
tution has displayed real interest in storage and warehousing. 
This has been partly due to the fact that the cost of constructing 
godowns and warehouses is, in present conditions, often hi^ in 
comparison with the return which may be expected on them, 
especially during the initial years. It follows that, without an 
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element of subsidy on the one hand and a strong and sufficiently 
widespread organization on the other for carrying out a definite 
programme, there is little hope of making an impression on the 
problem. There are, of course, other and grave difficulties besides 
that of cost and return ; some of them are connected with the 
grading of agricultural commodities and the existence of well- 
trained personnel. The effort called for in the solution of the 
problem has to be both concerted and country-wide. For effec- 
tive action, the broad set-up would seem to have to be on the 
following lines : 

1. A planning and financing body at the Centre, for example, 
under the Ministry of Food and Agriculture, which would 
plan a whole system of storage and warehousing and be 
able to subsidize and finance. At the same time, it would be 
connected with different co-ordinated agencies which would 
carry out the programme. 

2. The agencies themselves may be divided into: (1) an all- 
India organization for development of storage and ware- 
housing at points of all-India importance; (2) State 
organizations concerned with points of State or district 
importance; and (3) co-operative organizations at the taluka 
and village levels. 

At the intermediate level, the State Government would have 
definitely to come in; but, at the all-India level, we envisage the 
funds as deriving, not- only from the Central Government, but 
also from various banking, insurance and other financial insti- 
tutions. Our general lines of solution in this matter would, 
therefore, be the establishment of (1) a national board which 
plans and finances; (2) an all-India corporation with share 
capital from the Central Government and from various insti- 
tutions; (3) state warehousing companies in which the State 
Governments on the one hand and the corporation on the 
other participate; and (4) the co-operative societies at the base 
of the programme. 

Processing and Marketing 

3. In regard to processing and marketing also, as in the sphere 
of storage and warehousing, effective State participation alone 
can bring about the necessary development. Here again, the 
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partnership of the State will involve the provision by it of finan- 
cial, technical and administrative assistance. It is, therefore, 
necessary to examine how best a programme of this kind can be 
devised. It may be noted that we are proceeding on the assump- 
tion, which seems very valid, that as regards planned co-ordination 
and financial provision at the all-India level, the broad division 
of functions is that the Reserve Bank should look after the 
credit programme and the Government of India after the other 
parts of the economic programme, the main responsibility in 
either case resting with the State Governments. It follows from 
this that, in conjunction with the State Governments, the Ministry 
of Food and Agriculture should be associated with the develop- 
ment of co-operative processing and co-operative marketing on a 
nation-wide scale. In other words, the Ministry would have to be 
institutionally linked with this part of the programme no less than 
with the one concerned with the development of storage and 
warehousing. For the latter, we have mentioned a national board 
as providing the link. We envisage the board as equally serving 
the purpose of an all-India planning, financing and co-ordinating 
body in the context of the development, by State Governments, 
of co-operative marketing, co-operative processing and other 
co-operative economic activity. An appropriate designation for 
this body would, therefore, be the National Co-operative Deve- 
lopment and Warehousing Board. 

Other Aspects 

4. A full list of economic activities to be reorganized on a 
co-operative basis woidd include—besides processing and market- 
ing-many others such as consolidation of holdings, farming, 
irrigation, livestock-breeding, dairying and fisheries. The deve- 
lopment of these and similar activities, by provision of finance 
and technical services, and by proper administration, will be one 
of the two main objects of the National Co-operative Development 
and Warehousing Board. 

State Partnership 

5. In regard to the extent of State partnership in societies 
engaged in different forms of economic activity (as in those. 
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providing credit) we woidd stress the great importance of making 
the structure from the sub-divisional and district levels upwards 
as strong as possible, because it is only through the provision of 
adequate initial strength at these higher levels that the develop- 
ment of the structure at the village level is best assured. The 
provision by the State of technical assistance to such societies 
will also be of the utmost importance. 
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FORMULATION OF SOLUTION (III) : 
DEVELOPMENT OF RURAL AND CO- 
OPERATIVE BANKING FACILITIES 

W E now turn to one of the most insistent needs of the rural areas, 
namely ‘ cash ’ or ‘ liquid resources The ready availability of 
such resources, partly through cheaper and prompter arrange- 
ments for reimttance of money, is perhaps the most essential 
preliminary to the better and larger availability of bankmg, 
especially co-operative banking. This requirement and its pros- 
pects of fulfilment happen to be related most intimately with 
the Imperial Bank and the other state-associated banks. 

Case for Integration 

2. The branches of the banks in question including those of the 
Imperial Bank are broadly complementary to one another and 
together provide a network which covers the whole of India. If 
we should succeed in devising some process by which these 
banks could be integrated into one institution, and if that one 
institution could be effectively aligned to national policies, then 
indeed this would be an extremely important and extremely 
desirable line of development. To some of these banks at least, 
the process of integration has not been unknown in the past. 
The Imperial Bank itself was' constituted by the amalgamation 
of the three Presidency Banks. The State Bank of Saurashtra 
was formed by the amalgamation of the different banks of the 
original unit-States. 

3. What the integration will imply by way of the total number 
of branches, pay offices, etc., winch will be brought together 
and operated imder one institution, as also of the total resources 
which wiU become available, may be seen from the following data 
which generally relate to 31 December 1953 : 

1. The total number of branches, pay offices, etc., of the Imperial 
Bank and the ten state-associated banks comes to 773 out of 
which 422 relate to the Imperial Bank. 
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2, The total assets of the state-associated banks, other than 
the Imperial Bank, as represented by paid-up share capital 
and reserves, is about Rs 10 crores. Of these Rs 10 crores, 
some of the State Governments together own about Rs 4 
crores. For the Imperial Bank, the total of paid-up share 
capital and reserves is about Rs 12 crores, of which some- 
what less than half is paid-up share capital and somewhat 
more than half represents reserves. 

3. The aggregate of the deposits of all these banks is about 
Rs 306 crores. Out of this, somewhat less than a third pertains 

* to the state-associated banks other than the Imperial Bank 
and somewhat more than two-tliirds to the Imperial Bank. 

4. These figures of branches and resources by no means com- 
plete the picture of advantage. There is, for example, the import- 
ant question of the extension of remittance facilities. On this 
subject, we have pointed out that, much as has been the pro- 
gress achieved through the efforts of the Reserve Bank, the 
difficulties too have been great and the limitations many. For 
example, some of the state-associated banks, taken individually, 
are not strong enough yet to be entrusted with other than a 
Kmited number of currency chests. Quite understandably, therefore, 
the Reserve Bank and the Government of India have felt the 
need for caution and review at every stage before further progress 
is attempted. This set of difficulties will disappear as soon as we 
have, instead of a number of relatively small state-associated 
banks and a relatively big Imperial Bank, one strong country- 
wide institution which can without hesitation be entrusted with 
as vigorous a programme of the opening of new currency chests 
as may be administratively feasible. An integrated institution will 
also provide, on an average, more branches per unit of area in 
the enlarged jurisdiction than does the Imperial Bank today, 
in its own jurisdiction. Consequently there are proportionately 
larger possibilities of increasing the number of currency chests 
and the volume of remittance facilities. 

Extension to Rural Areas 

5. But even this is not the whole picture so far as it is con- 
cerned with future potentialities. Any expansion of remittance 
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facflities, of which the essence is the taking over by a state- 
associated bank of currency chests now managed by State Govern- 
ments, cannot be said to be really effective unless it goes not only 
to, but beyond, the district headquarters. The following table 
will show the big gaps to be filled even at the higher of these 
levels : 


Category of 

State 

Total number of 
district headquarters 
including 
headquarters of 
States 

Number of district 
headquarters, 
including 
headquarters of 
States, where there 
is no branch of either 
the Imperial Bank 
or other 
state-associated 
banks 

Part A States 

195 

74 

Part B States 

84 

15 

Part 0 States • • • • 

22 

16 

Total .. 

301 

105 


It will be seen that, even if we take only Part A and Part C 
States, as many as 90 district headquarter places, out of a total 
of 217, are each without a branch of the Imperial Bank or one 
of the other state-associated banks. The position is substantially 
better in Part B States, where the number of district head- 
quarters without branches is 15 out of a total of 84. If we now 
consider the sub-treasury centres where there are no branches 
of either the Imperial Bank or one of the other state-associated 
banks, the figures are truly staggering: 


Category of 

State 

Number of sub- 
treasury centres 
where there is no 
branch of either the 
Imperial Bank or 
other state-associated 
banks 

Fart A States 

940 

Part B States 

516 

Part C States 

74 

Total .• 

1,530 
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It would be quite impracticable in any foreseeable time to 
have a branch of one of these banks at each of these sub- 
treasury centres (there is usually one sub-treasury for each 
taluka). Let us, therefore, suppose, on a very rough basis and 
on an average for the whole of India, that five contiguous talukas, 
and therefore five sub-treasuries which are not far distant from 
one another, may together be regarded as constituting a ‘sub- 
divisionaP unit for the present purposes rather than in the strict 
administrative sense. Let us further assume, as seems reasonable, 
that this sub-divisional unit is the minimum that can be contem- 
plated for the establishment, at a suitable sub-divisional centre, 
of a ^banking sub-divisional treasury’ to serve the whole area 
of the unit, and, therefore, also to furnish the remaining four 
non-banking treasuries with the much greater remittance and 
other facilities, including frequent physical transfer of funds, 
which the currency chest in possession of a relatively nearby 
branch of a bank, as distinguished from that of Government and 
its treasury, can certainly help to provide. Even so, the number of 
sub-divisional centres to which branch extension of the Imperial 
Bank and other state-associated banks has to take place wUl be 
more than 300. These will be in addition to the 105 district 
headquarter centres, already mentioned, to which such extension 
has to take place. In the aggregate, therefore, there will still be 
more than 400 centres in aU where branches will have to be 
established, if minimum remittance and banking facilities are to be 
effectively provided for the rural sector of India within a period 
of time that is neither impracticably short nor so unduly long as 
to imply the avoidable continuance of a set of conditions which is 
extremely damaging to the rural areas. The suggested integration 
of the Imperial Bank and the state-associated banks not only has 
the fullest justification from the point of view of rural (including 
co-operative) credit, banking, and finance, but is also one of the 
three or four most indispensable elements in the composite 
solution we are formulating. 


State Partnership 

6. But, at this stage, an important dfficulty arises. Obviously, 
it would be improper for the State, by legislative compulsion. 
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to bring about such expansion entirely or even largely at the 
institution’s own cost. Secondly, there is the point that such an 
expansion will mean a great deal of capital outlay. Hence there 
arise two important considerations, viz., (1) that it is desirable 
that the State should become a partner in the amalgamated 
institution and provide the necessary additional capital and 
(2) that, to the extent reasonably necessary, the State should 
subsidize the losses incurred on such part of the branch exten- 
sion as happens to be initially uneconomic. The concrete sugges- 
tion would, therefore, be that the State — i.e., the Central Govern- 
ment and the Reserve Bank — should together put in the additional 
share capital necessary ; and that, from the dividend on that share 
capital, they should meet the losses (above a prescribed level) 
incurred by the integrated institution on the programme of 
expansion. The extent of State participation necessary will, in 
actual fact, be found to be quite large; we definitely envisage 
its being not less than 51 per cent. Our recommendations in 
respect of the reorganization thus necessitated are given in 
Chapter 26 on the ‘ State Bank of India which is the name we 
would propose for the integrated institution. 
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FORMULATION OF SOLUTION (IV): 
OBJECTIONS AND ALTERNATIVES 
EXAMINED 

I T is of the essence of the measures formulated in the last three 
chapters that they deal with a problem which is conceived as 
one of development rather than of reorganization. The develop- 
ment envisaged is that of co-operative credit, of co-operative 
processing and marketing, along with storage and warehousing, 
and of co-operative banking facilities. In none of these spheres 
does the main task seem to us to be one of mere reorganization 
of existing institutions ready at hand and more or less adequate, 
or even of the establishment of one or more new organizations 
at the all-India or State levels which may then be expected to 
look after the job without causing too much trouble to too many 
people. A simple and relatively comfortable solution can hardly 
be expected, or appropriately offered, if we are anywhere near 
correct in our reading of the problem as something which goes 
deep down into the socio-economic structure of rural India and 
is intimately related to the maladjustment of that structure with 
the country’s economy, a dmini stration and institutional deve- 
lopment as a whole. The solution must, therefore, take into 
accoTint many types of existing institutions and many aspects of 
governmental working and policies. Only fte most determined 
effort on a country-wide basis and at all levels can, in course of 
time and by an arduous process of change and modification, 
bring about those minimum conditions in which the residual 
elements of the problem will begin to assume a more normal 
aspeCtrSudi an aspect, w4dch is today wholly unrelated to Indian 
conditions, is nevertheless apt to be misread into them — ^not only 
by foreigners, for that is readily understandable — but also by 
such of those in this coimtry who have derived their ideas on 
rural credit from a study of the literature pertaining to its organi- 
zation and operations in the more developed countries of the West. 
It will be resiled that in Chapter 7 we referred to the ‘ school of 
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formulation of solution (IV) 

imoorted remedies’ which would solve the Indian problem 
ru?al credit by adoption of foreign devices such as Supervised 
Credit from Latin America, Farmers’ 

from the United States, Pawnshops from Indonesia and so fort . 
With state-sponsored and supervised credit we deal in the chap er 
recommendaUs on the ‘Role of Government 
rnrOoverTent Finance’ (Chapter 32). It -iU suffice to ^ 
Te that no form of organization which seeks to deal v«ffi eve^ 
Lde one of the milUons of Indian cultivators, in an attempt to 
recLstruct the farm business of each on a more 
is Ukely to meet with even the remotest success m tffis country 
or have the slightest relationship to the realities of its 
and administrative resources. The need to approach ^ 
on the basis of a co-operative orgamzation in the village itse^s 
fundamental. There is no workable alternative to this fun^- 
mental requirement in any solution that may be conceived. Smre a 
co-operatiVe organization of the needed type is non-existent m 
mosf villages in India, the main task becomes one of 
it Very often the remedies which are sought to ^ 

Sther lot demonstrably su^ded or have even obviously failed 

in the very coimtry of their ori;^. 

‘Indigenous Remedies’ 

2 Passing on now to suggestions coming under the desmption 
If ‘Slous remedies ’-these too, it will be recced, have 
been mentioned in Chapter 7-it may be noted that 
to more than one category among the different agencies of cred . 
the moneylender, the commercial bank, the co-operative creffit 
movement, and finally the State, both by itself and in relation to 
the structure and operations of co-operative credit. 

Moneylender 

3. In regard to the moneylender, the main proposal mention^ 
was that he should be incorporated in the ^ 

Ltem itself as one of its sources of finance. Enough h^ been 
slid in regard to the nature of the moneylender’s operations to 
Low that he is himself part of the problem which has to be 
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solved; while it woidd be unrealistic to ignore him, so also 
would it be unrealistic in the extreme to incorporate him as 
a part of the solution itself. 

Commercial Bank 

4. As regards commercial banks, they cannot, as is sometimes 
suggested, be of direct and material assistance to the agricul- 
turist. They are not designed to be suppliers of medium-term 
or long-term credit, agricultural or other. Their short-term 
operations, in so far as the cultivator directly benefits by them, 
are not only negligible by themselves but are confined to a few 
instances of relatively large landholders who are able to produce 
the needed personal security in addition to that of land. We 
feel, therefore, justified in rejecting commercial banks generally 
as an agency suitable for inclusion in the integrated scheme of 
rural credit. This observation does not of course apply to the 
state-associated banks, including the Imperial Bank. 

Co-operation 

5. Regarding Co-operation, in this chapter which deals with 
possible objections to the scheme formulated, we need only 
emphasize that the more orthodox model of co-operative finance 
has fallen far short of success in many States, if success is measured 
from the standpoint of social objective and not that of adminis- 
trative efficiency displayed in the pursuit of more limited ends. 
This provides part of the justification for our proposing that the 
share capital of apex banks (and through them of central banks) 
should be composed on the basis of major State participation. 
This scheme of State participation is based on a rejection of the 
idea that co-operative credit is a closed enclave which has no 
oj^anic connexion with planning; it is also based on a recognition 
of the fact that State participation in Co-operation cannot stop 
short at an intermediate stage, but must be taken to its logical 
conclusion which is that of providing for the cultivator a strong 
and suitable superstructure such as can be effectively operated 
for his benefit through the financial, administrative and technical 
participation of the State. 
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Agricultural Credit Corporation 

6. The inadequacy of co-operative credit as a whole in India 
and its uneven development in different parts of the country 
have led to proposals for the establishment of Agricultural Credit 
Corporations. As indicated in Chapter 7, there are two distinct 
sets of proposals to be considered in this context. One of them 
figures among the more important recommendations of the 
Agricultural Finance Sub-Committee. The type of Agricultural 
Credit Corporation there proposed is one to be set up by each 
State for itself. The main objection to State Agricultural Credit 
Corporations has come from co-operators under the apprehension 
that institutions of this type might stand in the way of the extension 
of the co-operative form of credit where this was stiU undeveloped. 
At the same time, one of the lines of approach of the Agricultural 
Finance Sub-Committee, as we have stated elsewhere, led to the 
reorganization of the apex bank of Bombay on the basis of State 
partnership. On this same model is based a further development 
consisting in the establishment of new state co-operative banks 
by a number of States, and in the reorganization of the existing 
state co-operative banks by certain other States, in either case 
on the basis of State partnership in share capital and State 
association with structure and operations generally. Our recom- 
mendations on this point are not only consistent with, but in 
essence incorporate and further extend, this important feature of 
recent reorganization. 

7. We next turn to the alternative of an all-India corporation. 
Our conclusion on this point is that the whole problem of agri- 
cultural credit in India is misconceived by those who think that 
some new institution of credit at the all-India ‘apex’ level will 
make any appreciable contribution to its solution. The problem 
is one of development of co-operative organization at all levels 
and especially at the base, and not one of financial and adminis- 
trative reorganization more or less confined to the top. A pro- 
gramme of development so conceived has to be many-sided even 
as it has to be wide-based. In the scheme put forward by us, the 
Central Government and in particular the State Governments 
and the entire co-operative structure for which they are pri- 
marily responsible have their respective functions in each particular 
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Sphere of development, and these functions are co-ordinated 
(1) with the Reserve Bank of India, so far as the development of 
co-operative credit is concerned, (2) with the National Co- 
operative Development and Warehousing Board and its auxilia- 
ries for the development of storage, warehousing and co-operative 
economic activity, especially processing and marketing, (3) with 
the proposed State Bank of India, as well as with the Reserve Bank, 
for the creation of the needed facilities for rural and co-operative 
banking and, lastly, (4) with the Central Committee for Co- 
operative Training in regard to the organization of the training 
of the large and varied personnel required. 

The stage is now reached for the elaboration of the integrated 
scheme of rural credit. The basic considerations underlying 
the scheme and the main principles governing it are given in 
Chapters 23 and 24. Thereafter, Chapters 25-36 contain the 
recommendations. 
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INTEGRATED SCHEME (I) : BASIC 
CONSIDERATIONS 

I N terms of the number of people who live in villages on the one 
hand and in towns and cities on the other, India is very largely 
rural India ; and in terms of the means of livelihood pursued, 
rural India is very largely the cultivator. Agriculture is far and 
away the largest industry of the country. A large increase in 
agricultural production has been planned and initiated; and 
the needs of a fast-growing population are likely to call for even 
bigger programmes of agricultural development than those now 
envisaged. Large holdings are relatively few and are likely to 
be fewer as a result of the land policies which Governments 
have adopted in pursuit of social ends. If only in the numerical 
aspect, therefore, the medium and small cultivator, who from 
that point of view is already important, will become increasingly 
important as a person whose needs have to be studied and borne 
in mind in the formulation of policies of agricultural credit and 
development. Medium and small holdings now account for 
about two-fifths of the agricultural produce of the country; but, 
as large holdings give place to the not so large, more and more 
will the latter be significant even in terms of their share in the 
total production. With little new land left to be brought under 
cultivation, the increased production must for the greater part 
take place on holdings already cultivated; the modes of increase, 
in other words, must in the main be in the nature of more intensive 
utilization of land. They have to consist, for example, of better 
seed, more water, more fertilizer, better implements and better 
techniques of cultivation. A start has been made, but a great 
many of these improvements have yet to be effected in a great 
many areas. Much cost will be involved as well as considerable 
effort. Part of the cost, as in irrigation, will be borne by the State; 
for the rest, most cultivators will have to be helped with credit 
to meet the initial and recurring outlays needed for improvement 
of land and increase of production. All this will be in addition 
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to what the cultivator, at the present level of his productive 
operations, needs by way of short, medium and long-term loans. 
Since by and large he is unable to put by, after each harvest, 
what he needs till the next for farm business and family main- 
tenance, his normal credit requirements during the year include 
both the elements of ‘production’ and ‘consumption’. In all 
these contexts arises the need for rural credit. We are more es- 
pecially concerned with that form of it which is agricultural 
credit. Today, the agricultural credit that is supplied falls short 
of the right quantity, is not of the right type, does not serve the 
right purpose, and, by the criterion of need (not overlooking the 
criterion of creditworthiness), often fails to go to the right people. 

Failure of C o-o perative Credit 

2. For several important reasons, borne out by the experience 
not only of India but of many other economically undeveloped 
countries, it may be regarded as axiomatic that at the rural base, 
that is to say in the village itself, no form of credit organization 
will be suitable except the co-operative society. Where larger 
production is the aim, the moneylender’s credit is obviously 

/unsuitable. The alternative is institutional credit, private or 
other; but this tends more than ever to confine itself to the 
bigger cultivators if it is not channelled through some form of 
co-operative association of the borrowers. If, from this state- 
ment of a fundamental requirement, we turn to the record of 
co-operative credit in India, we notice individual instances of 
success coexisting with substantial failure in quantitative terms. 
The problem of future policy may therefore be thus summed 
up in the context of credit : Co-operation has failed, but Co- 
operation must succeed. The foremost objective of policy then 
becomes the positive and deliberate creation of conditions in 
which co-operative credit will have a reasonable chance of 
success. This makes it important to discover the main causes 
of its failure. 

Socio-economic Background 

3. Many reasons are usually given, but not always in MI 
realization of the extent and nature of the failure of co-operative 
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credit in India. Functional, structural and administrative defects, 
dearth of suitable personnel, lack of training, a background of 
illiteracy, the grave and chronic deficiency in roads, storage and 
other vital economic requirements — ^all these are relevant as part 
ot the explanation. The main causes are much deeper. They are 
largely socio-economic in character and are relatable to certain 
fundamental weaknesses which have developed in the rural struct- 
ure. Some of the factors making for weakness, such as caste, have 
always been there; some of the weaknesses are inherent in most 
agricultural economies, especially those which consist of small 
units of operation together covering a vast area; but the features 
most significant in this context are those which have emerged 
from the combined impact of commercial colonialism, indus- 
trialization and urbanization on these pre-existing conditions. 
As a result of all the three has been imposed for nearly one 
hundred years, a powerful, urban and highly monetized economy 
on a rural structure which had economically been self-sufficient 
and which socially continued to be based on caste. In its origin, 
the monetized economy was associated with colonial commerce; 
the latter was supported by colonial rule and administration; 
with such commerce and administration were associated big 
financial institutions such as banks and trading houses. In its 
development, this monetized economy derived strength and support 
from all these and in particular from the financial institutions 
which indeed were its accompaniment. The colonial rule under- 
went transformations ; it became more and more beneficent in its 
objectives as well as more and more democratic in its character, 
till finally it gave place to full independence and democracy. 
However, the financial institutions associated with it or growing 
under its auspices have in character and functioning remained 
substantially unaltered. In their effect on the rural economy, in 
their relations to it and in their attitudes towards its real interests, 
there has been little change of any significance in the powerful 
institutions of industry, trade and filnance. 

Weakness of Rural Economy 

4. It is against this background that we have to consider the 
weakness of the rural economy. It may be regarded as of two 
kinds: internal to the rural structure and external to it. The 
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internal weakness, in one of'its main aspects, is relatable to those 
conditions in which alone it is possible for optimum wealth to 
be produced in rural areas. The factors here are social, econo- 
mic, technological, educational, etc. They pertain to the size 
of the cultivating unit, the availability of irrigation and other 
facilities, the existence and scope of subsidiary occupations, the 
methods of cultivation pursued, the cultivator’s attitudes to- 
wards production, his habits of thrift or wastefulness and the 
extent to which guidance is given him or action taken for his 
benefit in respect of all these. The external aspect is related to 
the maladjustment between the rural structure and the forces 
of the urban economy. This maladjustment is strikingly obvious 
in relation to that part of the urban economy which is expressed 
in the financial mechanism to wliich we have referred. The 
components of this mechanism are many. There are the com- 
mercial banks and the whole superstructure of banking; the 
insurance companies and the investment trusts; the indigenous 
banker and the moneylender, whose operations, even if only 
indirectly and at some points, are nevertheless significantly 
geared to the commercial and central banking mechanism. 
There is also, in the same sector, the whole organization of 
urban trade from the big trading firms and the commodity 
exchanges to the middlemen and the brokers, the private traders 
and the private markets, the latter both ‘regulated’ and un- 
regulated. This trading organization is also linked to the com- 
mercial and central banking mechanism. By and large, neither 
the banking system nor the trading organization operates in a 
way which is in the interests of the rural economy ; and together 
they are much more powerful than any factor or combination 
of factors that can be internally marshalled from the rural 
economy itself. 

5. The two aspects mentioned above are interrelated. The 
internal weakness, partly inherent in any agricultural economy 
but partly of a type which is characteristic of Indian conditions, 
prevents the cultivator from making use of the external mechanism 
of banking or of deriving his due share of benefit from that of 
trading. The external mechanism itself, partly on account of its 
historical development and inherited attitudes, does not reach 
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down to any except the top layer of the rural economy. It finds 
that the rural economy is not so organized as to be a good business 
proposition for urban financial institutions. Meanwhile, through 
its very powerfulness it distorts those processes in the rural economy 
which stand for internal strength and cohesion. This distortion 
is caused partly by the very existence of a strong force alongside 
of a weak one and partly by the interpenetration of the former 
into the area of the latter through moneylenders, traders, etc. 
This interpenetration takes the form of the existence in the village 
itself and within the directorates and managements of rural 
associations and institutions, such as co-operative societies or 
village panchayats, of a strong element of leadership and influence 
which, in its interests and attitudes, is attuned not to the other 
and weaker classes of the rural population but to the urban forces 
from which it derives its strength. This element is in the forefront 
whether the village institution is a body nominated from above 
or elected from below. It consists of those who have certain types 
of advantage such as ownership of a big holding, or possession of 
relatively large resources together with the technique of lending 
them in the form of cash, or a certain degree of education. Any 
one of these and similar advantages — and quite often more than 
one exist in combination — gives the possessor a status in the 
village and a power for good or evil far out of proportion to the 
nature of the possession itself. This is almost wholly explained 
by the access which the possessor thereby obtains to the urban 
sector in which all the real power and influence and finance 
reside. The total problem thus created is one which, today, the 
internal strength of the village is powerless to solve. This is so 
largely because of the totally disproportionate character of the 
other strength pitched against it : a strength channelled down 
from the sources of power and finance. 

6. The picture wMch thus emerges, with the internal and 
external elements pieced together, is one in which the failure of 
co-operative credit falls into place, especially that important 
aspect of the failure which consists in the relative neglect of the 
credit needs of the medium and the small cultivator and in the 
reluctance to enlarge membership or take on further responsi- 
bilities. At the same time, the utter inadequacy of the total 
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operation becomes for its part explicable in the light of the 
unequal competition offered by the external mechanism of 
banking and, linked with it, the often unfair opposition — in 
addition to the wholly unequal competition — presented by the 
external organization of trade. Apart from the competition and 
opposition are the ingrained, if impersonal, attitudes which 
characterize the larger part of the urban sector, administrative, 
financial or banking, in its relations v/ith the rural area and the 
rural population. Rural credit in India, therefore, is part of the 
larger and living context of India itself. It can neither be under- 
stood nor hoped to be solved except as part of such context. As 
a felt difficulty its locale is the village, but both cause and remedy 
have to be sought in other places besides the village ; in this sense 
it ceases to be merely ‘rural*. As a felt need its form may be 
borrowing, but the need itself is an economic one and therefore 
part of a larger economic activity and purpose; in this sense it 
ceases to be a merely technical matter of ‘credit’. We have said 
earlier in this chapter that the first objective of policy should be 
to create conditions in which Co-operation will succeed. In the 
light of the further analysis this has been seen to imply the twofold 
task of rectif>ing the internal weakness and the external mal- 
adjustment of the rural structure. In this sense, the problem of 
rural credit becomes inseparable from that of the reorganization 
of the socio-economic structure of the Indian village itself; in 
other words, paradoxical as it may sound, the problem of rural 
credit in India is not primarily one of rural credit. Rather, it may 
be said to be one of rural-minded credit. 

Conditions of Success 

7. The prescriptions for the reorganization of co-operative 
credit hitherto made or tried may be described as attempts to 
rectify the internal weaknesses of the credit structure without 
taking into account the weaknesses of the rural structure as a 
whole, much less its maladjustment to the external mechanism 
of urban trade and finance. Most reforms of the co-operative 
movement, attempted or effected, have therefore been in the 
nature of inevitably futile attempts to combine the weak against 
the strong in conditions in which the weak have had no chance. 
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Thus, effort has been concentrated on thrift, better living, multi- 
purpose activity, etc., without the prior preparation needed for 
correcting the maladjustment between the two economies. The 
arena was cleared for a fight between the weak and the strong 
with the rules of the game heavily weighted in favour of the strong. 
The first task is to rectify this position. In other words, conditions 
must first be created m which Co-operation can properly function. 
No criticism of that functioning is likely to be useful or funda- 
mental unless those conditions are first created. The choice before 
Co-operation is, therefore, indefinitely to continue in various 
degrees to be unable to help itself or to be helped in order 
that eventually it may not only help itself but need no other 
outside help. 


State Partnership 

8. That initial help can only come from the State if it is to be 
of the requisite magnitude and of a type which will enable the 
co-operative organization to withstand the pressure of opposi- 
tion of vested interests. The manner of the help, therefore, cannot 
be merely administrative. The State’s way of help hitherto has 
been to over-administer and under-finance. But that is no remedy 
for a total problem which may now be seen to be one, not of 
rural-minded credit alone, but of rural-minded credit in conjunction 
with rural-minded development of agriculture and rural-minded 
organization of marketing, processing, etc. The total programme 
needed may be described as one of rural reorientation of the 
operative forces of the country’s administrative and financial 
organization. It implies a combination of rural conscience, rural 
will and rural direction. Such a combination strong enough to be 
an overriding factor in the situation has to come from Govern- 
ment and the more powerful institutions of Government. In 
Co-operation we have what may be described as a combination 
of the weak at the bottom. The State is or ought to be a combi- 
nation/or the weak at the top. An effective programme is possible 
only if the State at one end joins hands with co-operatives at the 
other in an effort to bring about the rural-mindedness that is 
needed. The process of collaboration hitherto may be described 
not so much as the joining of hands as the occasional and 
ceremonial shaking of hands. 
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Thus, through one important part of our recommendations 
runs the theme, not only of State guidance and State aid, but 
also of State partnership with co-operatives in credit, processing, 
marketing, etc. Since the operations of the banking mechanism 
as a whole have an important bearing on the first of these aspects, 
viz., co-operative credit, and the institutional development of 
storage and warehousing is organically connected with the second, 
viz., processing, marketing, etc., two other basic considerations 
which underlie different but connected parts of the recommen- 
dations are the need for positive State association with a defined 
sector of commercial banking and the need for State initiative 
and State participation in the creation of suitable institutional 
means for the promotion of storage and warehousing on an 
all-India scale. For each of these purposes, the training of proper 
personnel is necessary. Another, and important, aspect of the 
solution will therefore have to be a comprehensive all-India 
programme for the training of personnel at all levels. 


13 



24 


INTEGRATED SCHEME (II): MAIN 
PRINCIPLES 

The integrated scheme of rural credit follows directly from the 
analysis given in the previous chapter. It is based on the three 
fundamental principles of : State partnership at different levels ; 
fuE co-ordination between credit and other economic activities, 
especially marketing and processing ; and administration through 
adequately trained and efficient personnel, responsive to the needs 
of the rural population. These may be elaborated as foUows : 

..Main Principles 

1. State partnership, including financial partoership, in co- 
operative rural credit in order that such credit may not only be 
expanded and strengthened, but expanded and strengthened for 
the positive purpose of production and for the positive benefit 
of the rural producer. 

2. State partnership, including financial partnership, for the 
benefit of the rural producer, in a programme for the organi- 
zation of processing and marketing on a co-operative basis and for 
the development of storage and warehousing. 

3. State partnership, including financial partnership, for the 
benefit of the rural producer, in a programme for the organi- 
zation on a co-operative basis of such of the other economic 
activities of the vElage as are of importance to him as cultivator, 
agricultural labourer or handicraftsman, these activities includ- 
ing fanning, irrigation, provision of seed and manure, transport, 
fisheries, milk supply, dairying, livestock-breeding and cottage 
industries. 

4. Integration of, and the State’s financial participation in, an 
important sector of commercial banking (viz., that which in 
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various degrees is already associated with the State and which, 
if the banks concerned are made to come together, broadly 
covers the whole of India) in order that the state-partnered, 
country-wide banking institution so formed may, among other 
things, be charged with and carry out the positive duty of endea- 
vouring to do its best to help the development of rural and co* 
operative banking. It wiU be expected to discharge this duty by 
the several means open to it including, principally, the effecting 
of arrangements for the readier and cheaper remittance of money, 
especially in relation to the relatively undeveloped areas which 
have been neglected by commercial banks and in which, without 
such facilities, no development is possible of rural or co-operative 
banking. 

5. Recognition of the importance of training a new type of 
personnel altogether, which is not only technically qualified, 
but is also in its sympathies, attitudes and mental equipment 
rurally biased (i.e., among other things is trained to feel at home 
in rural society, to respond readily to rural needs, to study them 
with understanding, and to administer to them without distinc- 
tion of class or person) in order that the new functions devolving 
on the State by reason of the above may be discharged both 
efficiently and for the benefit of the rural population. 

6. Recognition of the need so to design the extent and manner of 
State participation involved in State partnership as to ensure that, 
while responsiveness to the new policies is effectively created, 
every precaution is taken to safeguard the essential character of 
the institution in which such participation takes place and nothing 
is done such as may lead to State interference in its day-to-day 
working; recognition, further, so far as co-operative credit and 
co-operative economic activity are concerned, of the need so to 
regulate the extent of State partnership at different levels as 

^(1) at the rural base to leave scope for the societies to become fully 
‘ co-operative ^ within a measurable period, by the process of 
themselves replacing the State part of the share capital and 
(2) at the higher levels to retain what may be described as the 
major partnership of the State until such time, however long, 
as may be required in the interests of the co-operative organi- 
zation at the rural base which, before it develops sufficient 
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Strength, and for the purpose of developing such strength, will 
need, against the competition and opposition of private vested 
interests, and for various other reasons, a support which is at 
once powerful, sympathetic, j&nancially adequate and technically 
competent. 

7. Recognition of the consideration that rural savings are best 
mobilized through, and in association with, productive econo- 
mic activity in which the cultivator, the labourer and the worker 
in cottage industries are direct participants, and that the savings 
so mobilized (and very much more) will all be needed, and should 
therefore be utilized, for the benefit of the rural areas themselves. 
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THE RESERVE BANK: 
RECOMMENDATIONS 

Of the Reserve Bank’s role in the integrated system, we have 
three principal observations to make : (1) It is of crucial impor- 
tance. (2) It represents a natural and logical evolution. (3) It adds 
to the Reserve Bank’s strength, soundness and ability in the 
discharge of its wider functions as the Central Bank of the country. 
These need to be further explained. 

2. The integrated scheme, it may be recalled, is concerned with 
three main items, viz., development of co-operative credit, expansion 
of co-operative economic activity (especially processing and 
marketing) and training of co-operative personnel. In relation 
to the first, the Reserve Bank will occupy the most strategic 
position ; in regard to the other two, it will be among the principal 
participants ; and, for all three, much will have to be expected 
of it by way of co-ordination. Thus, the Reserve Bank’s role in the 
integrated system wiU be of crucial importance. 

We have referred to state-partnered co-operative credit and 
to state-initiated development of rural banking facihties. The 
Reserve Bank, as we have seen, has already initiated progress 
in both these directions. Further, it has initiated and is now one 
of the two principal partners in the all-India scheme of co- 
operative training. These and other steps it has already taken 
may be regarded as justifying and leading up to the role assigned 
to the Reserve Bank in the integrated scheme here envisaged. 

Lastly, we believe that, by the suggested enlargement of the 
‘development’ functions it has already assumed, however much 
the Reserve Bank may be further departmg from the orthodox 
pattern of central banking in other and differently situated 
countries, it will at the same time be approaching nearer what 
the Central Bank of this country ought to be. These ‘develop- 
ment’ activities will, for their pursuit, require personnel and 
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finance. The persoimel is — and, as necessary, more personnel 
can be — ^provided in those distinct departments of the Bank 
which exist or have been newly created for the purpose. As for 
the finance, our scheme deliberately provides for two distinct 
Funds from which will be met the new liabilities arising from 
the new functions and the new responsibilities. These are some 
of the considerations we have in mind in making the third 
observation at the beginning of this chapter to the effect that 
the integrated system outlined by us will not only not detract 
from the strength, soundness and ability of the Reserve Bank to 
discharge the entirety of its inherent fimctions as the Central 
Bank of the coimtry, but in fact result in a considerable accession 
to such strength, soundness and ability ; all this, of course, besides 
immeasurably increasing its useMness to the country of which 
it is the Central Bank. 

Proceeding now to deal with the recommendations, we divide 
them into two categories : (1) recommendations concerning 
functional and legislative matters, and (2) recommendations 
concerned with a dmini strative and other matters. 

Functional and Legislative Matters 

3, Hie Reserve Bank should contribute (1) not less than Rs 5 
crores per annum to the National Agricultural Credit (Long-term 
Operations) Fimd and (2) not less than Rs 1 crore per annum 
to the National Agricultural Credit (Stabilization) Fimd ; the 
position in regard to these contributions should be reviewed at 
the end of five years. In addition, there should be an ini tial non- 
recurring allotment of Rs 5 crores to the National Agricultural 
Oredit (Long-term Operations) Fund. The operations of these 
Funds and the planning and execution (within the Reserve Bank’s 
own sphere) of the programmes and policies for which they are 
intended to be utilized should remain the responsibility of the 
Reserve Bank and its Board, in their normal functioning, and 
should not be vested in a separate body, statutory or other. 

4. Out of the National Agricultural Credit (Long-term Oper- 
ations) Fund, the Reserve Bank should be enabled to make 
long-term loans to State Governments for the purpose of their 
subscribing, directly or indirectly, to the share capital of co- 
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Operative credit institutions, whetlier these are institutions which 
give short-term and medium-term credit (state co-operative banks, 
central co-operative banks, larger-sized primary credit societies, 
etc.) or long-term credit (central land mortgage banks, primary 
land mortgage banks, etc.), provided the institution is one mainly 
designed for giving rural credit, either in the sphere of agricul- 
tural and ancillary activities or of cottage and small-scale 
industries. 

5. The Reserve Bank should continue to make short-term 
accommodation available through state co-operative banks; as 
at present, such accommodation should be usually given on the 
guarantee of State Governments. The proposed increase in the 
share capital of state co-operative banks, central banks, etc., 
will make possible a considerable increase in the volume of 
short-term agricultural credit now supplied by the Reserve Bank. 
The Reserve Bank shoidd also give medium-term loans (15 months 
to 5 years) to state co-operative banks and through them to 
central banks or societies. The present overall statutory limit of 
Rs 5 crores should be removed as well as the restriction relatable 
to the owned funds of the state co-operative banks. The medium- 
term loans would be given out of the National Agricultural Credit 
(Long-term Operations) Fund. 

6. The Reserve Bank should be enabled to give long-term 
accommodation to land mortgage banks (1) by way. of direct 
loans and (2) by purchase of the whole or part of ‘special 
development debentures’ of the land mortgage banks. It will do 
so by drawing upon the National Agricultural Credit (Long- 
term Operations) Fund. This type of operation will be distinct 
from the purchase of ‘marketable’ debentures which, in pursu- 
ance of the Bank’s existing policies, is already part of its ordi- 
nary operations. In all these cases, both principal and interest 
should be guaranteed by the State Government. 

7. The National Agricultural Credit (Stabilization) Fund should 
be utilized by the Reserve Bank for the purpose of granting 
medium-term loans to state co-operative banks etc., in drcum- 
stances in which it is satisfied that short-term loans of which 
repayment to it has become due by the state co-operative banks 
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etc., cannot, without serious dislocation to the credit structure 
of the State’s co-operative system, be repaid in due time on 
account of famine, drought, etc., and consequently that repayment 
of such loans, or part thereof, may justifiably be allowed to be 
deferred. In such a case, a book adjustment will be made between 
the Stabilization Fund and the Banking Department of the 
Reserve Bank. The short-term loan will be technically treated 
as repaid to the Banking Department, but in effect converted into 
a medium-term loan from the Reserve Bank’s Stabilization Fund. 
The Reserve Bank may make this facility conditional on the state 
co-operative bank concerned maintaining a similar Agricultural 
Credit Slabilization Fund, the same applying to central banks 
and, where feasible, the larger-sized primary societies. The Reserve 
Bank, in such a case, may further insist that part of the overdue 
liability should be met from such Stabilization Funds kept within 
the co-operative credit structure itself. 

8. We recommend that the Reserve Bank of India Act be so 
amended as to make it obligatory on all State Governments, 
and not merely as hitherto the State Governments of Part A and 
Part C States, to appoint the Reserve Bank as their sole banker. 
As we have pointed out in Chapters 16 and 17, the Governments 
of most Part B States have in tact appointed the Reserve Bank 
as their banker, the exceptions being the Governments of 
Rajasthan and PEPSU. The Reserve Bank’s own far-reaching 
functions in the integrated scheme can hardly be discharged 
effectively in the area of a State which refuses to be organically 
linked with the Central Bank of the country. Further, the co- 
operative banking structure in the State will lose all the advan- 
tages from the close association, at different points, with the 
State Bank of India. Over and above all this, of course, is the 
overriding consideration that the sole custody of all Government 
balances — Central or State — ^must be regarded as an essential 
part of the functions of a Central Bank based on the model 
adopted for the Reserve Bank of India. From every angle, we 
attach importance to its not being open to a State Government 
to refuse to appoint the Reserve Bank as its sole banker. Wo 
reconunend amendment of law to tint end, including, if necessary, 
amendment of the Constitution. 
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9. Turning now to the Reserve Bank*s status and functions 
vis-a-vis the State Bank of India, it will be necessary to amend 
section 19(2) of the Reserve Bank of India Act so as to enable 
the Reserve Bank to hold shares in the State Bank of India. We 
also suggest that it be statutorily provided that it shall not be 
open to the Reserve Bank to appoint any bank other than the 
State Bank of India as its agent for the maintenance and opera- 
tion of currency chests. There should of course be a similar 
obligation on the State Bank to continue to be agent. At pre- 
sent, the individual agreements between the Reserve Bank on 
the one side and the Imperial Bank, the Hyderabad State Bank 
and the Bank of Mysore on the other are in each case termi- 
nable after a prescribed minimum of years on a notice being 
given in advance by either party. We consider that there should 
be no question of such termination, once the State Bank of India 
has been established. Provision should of course still exist for the 
periodical revision of any financial arrangements such as the 
commission payable on the turnover of Government business ; 
but the basic relationship of agency should be provided for in 
perpetuity and under statutory provision. 

Administrative and Other Matters 

Arising in connexion with the State Bank of India 

10. In regard to the administrative measures and effort which 
will be required in the process of establishment of the State Bank 
of India, we consider that the phased implementation of our 
recommendations in this respect should be entrusted to the 
Department of Banking Development which has during the last 
two or three years already done a great deal of preliminary 
work that has a bearing on what we have now recommended 
and which in fact has succeeded in bringing about what amounts 
to ‘ banking integration * between a number of Part B States and 
the Reserve Bank, through the appointment of the latter as the 
sole banker of the former, besides having been instrumental in 
imposing a certain degree of special control over such ‘State’ 
banks as have been appointed agents of the Reserve Bank. The 
Department of Banking Development will have an important 
part to play in matters such as co-ordinating, supervising and 
generally carrying out the programme for the establishment of 
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the State Bank of India and the extension of its branches into the 
interior, and effecting co-ordination between the State Bank and 
the co-operative credit structure. The Department should be 
enlarged and made a permanent feature of the Reserve Bank. 

Arising in connexion with the development of co-operative credit 

11. It is clear that, as a result of the developments which we 
contemplate, the Agricultural Credit Department of the Reserve 
Bank will have to be considerably expanded and reorganized and 
manned by a personnel which is large enough, has adequate 
training and qualifications and, above all, is not lacking in the 
needed understanding and responsiveness in dealing with rural 
problems. The programme of development envisaged also implies 
closer and more constant contact between this organization and 
the State Governments. There will therefore have to be a certain 
degree of decentralization of the Agricultural Credit Department. 
We recommend that, as early as recruitment, training, etc., make 
this possible, branches of the Department should be gradually 
set up in Delhi, Calcutta, Madras, Bangalore and other suitable 
places. One of the important duties of the officers in charge of 
these branches will be to collaborate with the State Governments 
in the fulfilment of the Bank’s policies. Inspection of co-operative 
banks will also be among their duties. Besides assessing the 
soundness of the credit institutions which get finance from the 
Reserve Bank, the inspection shoxild reveal the points at which 
and the manner in which the credit movement in the particular 
area needs to be reformed or strengthened so that the credit 
reaches the medium and small cultivator and is utilized by him 
for the particular purpose intended. The lines on which inspection 
is to be conducted should, at the appropriate stage initially, and 
tfiereafter from time to time, be embodied in manuals and 
instructions issued by the head office of the Department in 
Bombay. 

12. From what we have said above, it is clear that recruitment 
and training are two of the key considerations to be borne in 
mind in the process of expansion and reorganization of the 
Agricultural Credit Department. The best possible people from 
all over India with qualifications in co-operative administration. 
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co-operative banking, co-operative marketing, etc., together with 
the particular qualifications and experience necessitated by special 
lines such as land mortgage banking, should be selected to man 
the top posts of the Department. For these as well as for the 
existing officers and staff, and depending on the functions allotted 
to each, different courses of intensive training will have to be 
devised, partly within the Department and partly in the form of 
special courses (where necessary) in the co-operative training 
colleges, both all-India and regional, organized by the Central 
Committee for Co-operative Training. 

We have already said that the Department should be consi- 
derably expanded and reorganized. We do not propose to enter 
into the details of the reorganization, but we hope that for the 
Chief Officer (and Additional Chief Officers, if any) at the head 
of the Department, will be selected one or more who combine 
in themselves experience, soundness and, above all, responsive- 
ness. In the matter of co-operative training for example (which 
we consider might well justify a Chief Officer or Additional 
Chief Officer for itself), we recommend that an outstandingly 
suitable person should be selected to assist the Central 
Committee. 

13. For advising the Reserve Bank from time to time on 
various policy matters, there should be tw^o organizations, one 
wider than the existing Standing Advisory Committee on Agri- 
cultural Credit and constituted on a more representative basis, 
and the other smaller than the existing organization and designed 
to be specialized and expert rather than representative. The first 
should be for reviewing policies at not too frequent intervals, 
and the second for supervising their fulfilment and offering 
detailed advice at more frequent intervals. For the former purpose, 
an Advisory Council representative of all or most of the States 
and including economists, co-operators, etc., should be set up. 
It should meet once or twice a year. This Council might be 
common to the activities of the Reserve Bank and the Government 
of India in its Ministry of Food and Agriculture and, associated 
with it, the National Co-operative Development and Warehousing 
Board. The smaller body for the Reserve Bank might bear the 
same name as now in use, viz,, the Standing Advisory Committee 
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on Agricultural Credit, but its total strength mi^t be much 
smaller. It should consist of representatives of the Reserve Bank, 
the Planning Commission and the Ministry of Food and Agri- 
culture, together with two or three economists and non-official 
co-operators. The Committee could, for particular meetings, 
co-opt Registrars or other representatives from different States, 
whenever necessary. The meetings of this Committee should be 
held at least once every quarter. 
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THE STATE BANK OF INDIA: 
RECOMKlENDATIONS 

W E recommend the establishment of a ‘ State Bank of India ’ 
by statutory amalgamation of (1) the Imperial Bank of India ; 
(2) the ten major state-associated banks, viz., the State Bank of 
Saurashtra, the Bank of Patiala, the Bank of Bikaner, the Bank 
of Jaipur, the Bank of Rajasthan, the Bank of Indore, the Bank 
of Baroda, the Bank of Mysore, the Hyderabad State Bank, 
the Travancore Bank; and (3) certain small state-associated 
banks, such as the Sangli Bank, the Manipur State Bank, the 
Bank of Baghelkhand and the Mayurbhanj State Bank. For 
future extension of the process, as and when necessary and 
appropriate, and subject to notification by Government, the 
same statute should contain provision for similar compulsory 
amalgamation with the State Bank of India of suitable, relatively 
small commercial banks whose branches are so situated as to be 
complementary in point of area of operation to that of the 
State Bank. 

We may recall here, in order to place the above recom- 
mendations and those which follow in their proper context, that 
their object is the creation of one strong, integrated, state- 
sponsored, state-partnered commercial banking institution with 
an effective machinery of branches spread over the whole country 
which, by further expansion (including further, but minor, amal- 
gamation where necessary), can be put in a position to take over 
cash work from non-banking treasuries and sub-treasuries, provide 
vastly extended remittance facilities for co-operative and other 
banks, thus stimulating the further establishment of such banks, 
and, generally, in their loan operations, in so far as they have a 
bearing on rural credit, follow a policy which, while not deviating 
from the canons of sound business, will be in effective consonance 
with national policies as expressed through the Central Government 
and the Reserve Bank. 


189 



190 THE STATE BANK: RECOMMENDATIONS 


“Compensation” 

2. The relevant process being conceived for legislative purposes 
as the enlargement of the Imperial Bank by amalgamation with 
certain other banks, what is primarily involved is the taking over 
by the Imperial Bank of the assets and liabilities of the other 
banks, and the issue to each individual shareholder of each of these 
other banks of shares of the State Bank of India by way of 
compensation for his proportionate interest in the other bank, 
i.e., in the surplus of the assets of such bank over its outside 
liabilities. 

A suitable basis should be adopted for computing the ‘ com- 
pensation ’ which, in the form of shares of the new institution, is 
to be paid to the shareholders of the other banks. Beyond 
emphasizing that it should be simple and expeditious, and at the 
same time fair to the different parties to the transaction, we do not 
propose to make suggestions regarding the basis itself. 

After the total quantum of compensation in respect of each 
of the banks amalgamating with the Imperial Bank has been 
arrived at, the working out of the ‘ compensatabb value ’ of an 
individual share of each such bank is merely a matter of arith- 
metic. This value or amount has to be expressed in terms of the 
shares of the new institution. These may be called ‘new compen- 
satory shares’. Briefly, the basis of this further conversion of the 
compensatory amoimt into ‘new compensatory shares’ would 
be the ratio, for identical face values, between the ‘compen- 
satable value ’ of a share of the state-assodated bank and the 
market value of an Imperial Bank share. For certain purposes 
connected with the further suggestions regarding structure of 
share capital etc., which we have to offer, as also for a rough 
estimate of financial implications, it is necessary to assume, for all 
the state-assodated banks taken together, a ratio which is likely 
to be near enough to the eventual ratio when that is worked out 
after necessary investigation and in necessary detail. As sufficiently 
approximate for these purposes, we shaU assume this average 
ratio to be the simple one of 3 : 11. We shall further assume, 
what on the data in our possession seems reasonable, namely, 
that the total quantum of compensation is likely to be of much 
the same order as the total of the paid-up capital and reserves 
of all the state-assodated banks together (about Rs 10 crores, 
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of which Rs 4 crores, according to available information, pertain 
to State Governments). On the two assumptions mentioned, the 
State Bank will have to issue ‘ new compensatory shares ’ of the 
total face value of about Rs 2‘73 crores. If (as we suggest) each 
share is of the face value of Rs 125, the total number of ‘ new 
compensatory shares ’ to be issued will be about 2,18,400. Out of 
these, the shares aUottable to certain State Governments against 
the shares they own in the relevant state-associated banks will 
together be of the face value of about Rs 1 crore ; and those 
to be allotted to the private shareholders wUl be of the face value 
of about Rs 1'73 crores. As regards the former, we suggest that 
the Government of India take over these shares on pa 3 meat of 
the corresponding value to the State Governments. The result 
will be that the paid-up capital of the Imperial Bank (after 
amalgamation) will increase to Rs 8-35 crores (Rs 5-62 crores 
plus Rs 2 '73 crores), out of which Rs 7 '35 crores will remain 
in private hands and Rs 1 crore will go to the Central Government. 
All this will be fully paid-up. 

Capital Structure 

3. In view, among other things, of the much larger pro- 
gramme of branch extension which the new institution is intended 
to carry out, we recommend that the authorized share capital 
be adequately increased ; we suggest that this increase should be 
from the present Rs 11-25 crores to Rs 20 crores. We also 
suggest that additional fully-paid shares to the extent of Rs 7 
crores be issued by the new institution, thus bringing the paid-up 
capital to Rs 15-35 crores (Rs 8-35 crores plus Rs 7 crores, 
against an authorized capital of Rs 20 crores). The number of 
‘ new additional shares ’ (as distinguished from new compensatory 
shares) to be thus issued will be 5,60,000. 

4. We recommend that, simultaneously with the amalgamation 
and the expansion of share capital already recommended, the 
Government of India and the Reserve Bank take up shares in the 
reorganized institution — largely by being allotted new shares 
and partly (as already suggested) by acquisition of the old shares 
held by State Governments in some of the amalgamating insti- 
tutions— of an order that will ensure (for the Central Government 
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and the Reserve Bank together) a voting power of not less than 
51 per cent. 

The new shares allotted to Government and the Reserve Bank 
should be non-transferable and the dividend payable on them 
should be statutorily limited to 5 per cent. This special category 
of shares should be issued at par to Government and the 
Reserve Bank. 

Directorate 

5. We recommend that the Government of India and the 
Reserve Bank together nominate the majority of directors on 
the Central Board of the State Bank of India. The Chairman 
should be appointed by the Government of India after consul- 
tation with the Board. The Managing Director and the Deputy 
Managing Director should be appointed by the Board with the 
approval of Government ; the removal of either of them should 
be subject to the same condition. 

We recommend that the Local Boards (in the form constituted 
under the Imperial Bank) be converted into Local Committees 
of which the Chairman and a majority of the members should 
be nominated by the Central Board. New Local Committees 
should be constituted for some of the areas now served by two 
or more of the amalgamating banks other than the Imperial 
Bank. We think there should be six Local Committees in all, one 
for each of six conveniently divided areas covering the whole 
country. The Chairman of a Local Committee should be nomi- 
nated by the Central Board from among the members of the 
particular Local Committee. In exercising its power of nomination, 
the Central Board should, as far as possible, ensure adequate and 
reasonable representation of agricultural and co-operative interests, 
besides commercial, industrial and other interests. We are of the 
view that no oflScial of a State Government should be nominated 
on the Local Committee. 

The first Central Board should be wholly nominated by the 
Government of India. The life of the first Board may perhaps 
be limited to two years. 

Administrative Matters etc. 

6 . We recommend that the earliest possible decision and action, 
both legislative and administrative, be taken on the proposed 
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integration. In this process, we envisage close administrative co- 
ordination between the Reserve Bank on the one hand and the 
Imperial Bank and the other state-associated banks on the other* 
We suggest that, on the part of the Reserve Bank, the Department 
of Banking Development should be entrusted with this task. 
One main principle to be observed would be that no permanent — 
or virtually permanent — employee of any of the banks should have 
Ms services terminated as a result of the amalgamation. Another 
principle should be that no temporary employee who has more 
than a prescribed number of years to Ms service should be sent 
out, if indeed that contingency arises, without reasonable com- 
pensation. The special administrative arrangements should be 
so pursued as to settle all the transitional problems within one 
year of the completion of legal amalgamation. 

Integration and Development Fund 

7. We recommend that an ‘ Integration and Development Fund * 
be instituted witMn the State Bank of India. The dividends earned 
by Government and the Reserve Bank on their shares in the 
institution should be diverted to this Fund. An initial contribution 
of Rs 50 lakhs in all should be made to the Fund by Government 
and the Reserve Bank as also subsequent ad hoc contributions 
as and when necessary. The main purpose of the Fund is to meet, 
when necessity arises, the net additional cost to the State Bank 
involved in opening, in pursuance of State policy, such branches 
as may initially be unremunerative. 

Since the annual amount credited each year to the Integration 
and Development Fund is likely to be of the order of Rs 50 lakhs, 
tMs should, even after provision has been made for other liabilities 
if any, enable a much wider and speedier programme of branch 
extension on the part of the State Bank than it has so far been 
possible for the Imperial Bank to undertake. If at any time the 
Integration and Development Fund is unable fully to meet the 
types of charges debitable to it, further ad hoc contributions 
(besides the annual contributions) would, as indicated above, 
be made to it by the Central Government and the Reserve Bank 
who would also make an initial contribution of Rs 50 lakhs to the 
Fund, We suggest that the initial and ad hoc contributions made 
by Government should bear to those made by the Reserve Bank 
14 
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the same ratio as the total dividend payable to it bears to that 
payable to the Reserve Bank. 

The three types of liabilities against the Integration and Dcve- 
lopanent Fund are as follows : 

1. A part or the whole of the loss, if any, incurred in the 
realization of specified assets or classes of assets (e.g., loans) 
anaong those taken over from the state-associated banks at 
the time of integration, provided liability for them has been 
assumed by the Government of India and the Reserve Bank 
in the specified manner; 

2. A part or the whole, as specified, of the additional ex- 
penditure, for each year over a prescribed period of years, 
incurred on any upgrading of the pay-scales of the staff of the 
state-associated banks necessitated in the process of the trans- 
fer of such staff to the integrated institution ; 

3. A specified part of the loss, for prescribed periods, on 
branches opened at the direction of the Reserve Bank. 

Branch Extension anp Co-ordination 

8. There should be no interference by the State in the day-to- 
day operations of the State Bank of India. Nor of course should 
there be any lowering of the standards of sound banking. For its 
part, the State Bank should endeavour to be responsive to the 
needs of co-operative institutions connected with credit and, 
especially, marketing and processing. (It is of course the Reserve 
Bank, primarily, which will continue to lend to state co-opera- 
tive banks and through them to central banks etc.) The branch 
extension of the State Bank should be co-ordinated and, wherever 
possible, positively associated with the development of co-operative 
credit, from the point of view especially of the provision of cheap 
remittance facilities. Particular attention to this aspect should be 
given at the sub-divisional level, especially in those States in which 
the co-operative movement is relatively undeveloped. 

As we have elsewhere indicated, the programme of branch 
extension should cover, in as short a period as possible, the more 
than 100 district headquarters which today have non-banking 
treasuries, and the more than 300 sub-divisional centres where 
at present thesre are non-banking sub-treasuries. It is possible 
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that experience will show that one sub-divisional banking currency 
chest for five talukas on an average will, after suitable reforms 
have been effected in procedure, serve to provide reasonably 
efiective remittance and other facilities for all the other sub- 
treasuries in the area. The provision of sub-divisional banking 
currency chests on this scale of one for five talukas migh t be fairly 
adequate for providing cheap and ready remittance facilities to 
existing commercial and co-operative banks, if any, in the area, 
and what is potentially more important, for stimulating the 
establishment of new banks, especially co-operative banks, in the 
area. All this, as we have said, will be clear only from experience. 
As regards still further extension, therefore, the position may be 
reviewed after five years. Meanwhile, the programme we have 
recommended will suffice to engage the maximum attention, and 
will undoubtedly call for the most determined effort, on the part 
of the State Bank. 

Not less important than branch extension itself is the plan- 
ning of effective co-ordination at the sub-divisional centres 
between the State Bank and the co-operative banking system 
of each State. A vast opportunity for such co-ordination wUl 
present itself and, if it is fully and determinedly availed of, the 
potentialities for the development and extension of co-operative 
banking in the country are indeed of the greatest significanoe. 
Even in the earlier phases of this development there is envisaged 
at each district headquarters either a branch of the state- 
partnered state co-operative bank or a state-partnered central 
co-operative bank. In order that there may be effective linking 
even at that stage with the societies at the primary level, it is 
necessary that the co-operative financing agency should have 
branches at some intermediate level between village and district 
headquarters. Such branch expansion of co-operative banks has 
already taken place in many districts in co-operatively well- 
developed States ; and the branches have reached down not only 
to the sub-divisional level, but to taluka centres etc., below. 
For less developed States and areas, we suggest that such branches 
should, by a concerted programme, be sought to be established 
at least at sub-divisional centres to start with, and thereafter 
at other suitable places (e.g., taluka headquarters). The State 
Bank itself can simultaneously expand to these centres and the 
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two lines of expansion can be co-ordinated by the Reserve Bank. 
To facilitate such expansion on the part of the co-operatives, 
we further suggest that, in its own building plans for its sub- 
divisional headquarters, the State Bank should, if so desired, 
make provision for accommodating the branch of the state- 
partnered central co-operative bank of the district or (as the case 
may be) of the state-partnered apex co-operative bank. Reasonable 
rent might of course be charged. But what is even more important 
than providing accommodation in its building is the further step 
we proceed to suggest, namely, that the State Bank of India 
should act at such sub-divisional places as the banker of the 
state-parmered co-operative bank (wherever such an arrangement 
is convenient to the co-operative institution concerned), just as 
it is, at these as well as at other places, the banker of the State 
Government itself. 

One important set of suggestions remains to be made in this 
context. It concerns the present arrangements for the investment 
of the funds of local bodies and quasi-government institutions 
and the need for alteration in those arrangements in order to 
co-ordinate them with the new development envisaged in the 
country’s banking system. At present, these funds are not always 
required to be deposited in one particular bank and in no other, 
as is perhaps only understandable in the present circumstances, 
of which the most important features are that the Imperial Bank 
is not yet a State bank, and most co-operative banks, especially 
at the district level, are neither state-partnered nor strong. All 
this will change if our proposals are accepted ^nd implemented. 
When that begins to happen, it is clearly both proper and neces- 
sary that the state-partnered banks should be the repositories of 
the funds of local bodies as well as of institutions which are 
semi-government, quasi-govemment, government-aided and so on. 
It should be quite easy to evolve a working principle as to the 
type of funds which it should be made obligatory to deposit with 
the State Bank and those which should be required to be kept with 
a state-partnered co-operative bank, if there is one in the locality. 


Training 

9. It will be necessary, at as early a stage of the integration as 
possible, to make arrangements for the training of the personnel 
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of the diflFerent banks which will constitute the State Bank of 
India. Fullest use should be made, for this purpose, of the training 
facilities which will be available in the Bankers Training College. 
Those officers of the State Bank who are likely to be posted as 
agents at district headquarters and similar places, and indeed 
the officers of the State Bank generally, should receive training 
for short periods at the All-India Co-operative Training Centre. 
We have elsewhere recommended that those in charge of 
co-operative banks should receive similar training in ccwnmer- 
dal banking. 

We would also suggest that, in so far as state-partnered co- 
operative banking institutions at district headquarters are 
concerned, the local agent of the State Bank should invariably be 
nominated as one of the members of the board of the particular 
central bank. He should not have the power to vote, but should 
in all other respects function as a member of the board. We 
regard this process of ‘ cross-fertilization ’ as one of the means 
by which the technical quality of co-operative banking can be 
assimilated to the higher standards in this respect which 
obtain in commerdal banking. 
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THE NATIONAL CO-OPERATIVE 
DEVELOPMENT AND WAREHOUSING 
BOARD AND ITS AUXILIARIES: 
RECOMMENDATIONS 

We turn now to another important item of our recommendations, 
viz., the establishment of a National Co-operative Development 
and Warehousing Board, with two distinct Funds under its 
control — the National Co-operative Development Fund and the 
National Warehousing Development Fund — ^and with two distinct 
functions corresponding to the Funds. The first of these functions 
is the planning and co-ordination (and the financing in part) 
of a country-wide plan for the development, at and above the 
rural base, of state-cum-co-operative economic activity, especially 
co-operative marketing and processing. The second function 
relates to the planning, co-ordination and implementing of a 
country-wide programme for the development of the storage 
and warehousing of agricultural (and ancillary) commodities 
and, along with and through such development, the country- 
wide organization of a distributive machinery for reaching out 
to the agriculturist the basic goods he needs as producer and 
■ consumer. 

It will be recalled that two of the main lines of development 
we have in view as basic to the integrated scheme itself are the 
extension of co-operative credit and the extension of co-operative 
economic activity ; and, as earlier explained, these two should be 
divided, in point of responsibility at the all-India level of planning, 
co-ordination and finance, between the Reserve Bank on the one 
hand, and on the other the Government of India in its Ministry 
of Food and Agriculture. It seems to us obvious that the Reserve 
Bank should take upon itself the task of further extension of 
co-operative credit on the lines on which it has already been 
laoceeding in the last few years, and that the Government of 
India should assume responsibility for the co-ordinated progress 
of the important items of warehousing and distribution (including, 
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but going beyond, the co-operative sector in regard to these two) 
and of other economic activities in the rural area, such as pro- 
cessing and marketing (in the co-operative sector alone so far as 
th^ are concerned). 

National Co-operative Development 
AND Warehousing Board 

Composition and Functions 

2. We have already indicated the scope we envisage for the 
functions of the National Co-operative Development and Ware- 
housing Board. We would recall that in Chapter 25, which deals 
with the Reserve Bank, we have recommended that this Board, in 
common with the Reserve Bank, have an Advisory Council, which 
will meet at least once a year and which, as far as practicable, 
wiU be representative of the co-operative and other interests 
concerned, as well as of the different State Governments. 

The National Co-operative Development and Warehousing Board 
and the All-India Warehousing Corporation should be established 
by statute. The same statute should provide for the formation of 
State Warehousing Companies. We recommend that the Board 
should have the following composition : 

1. Minister for Food and Agriculture . . . . Chairman 

2. Secretary of the Food and Agriculture 

Ministry Vice- 

Chairman 

3. Representative of the Planning Commis- 
sion Member 

4. Representative of the Finance Ministry 

(Department of Economic AJffairs) . . . . „ 

5. Representative of the Railway Board . . . . ,, 

6. Consulting Engineer (Road Development) 

to the Government of India, Ministry of 
Transport „ 

7. Chairman, Forward Markets Commission . . „ 

8. Representative of Reserve Bank (top execu- 
tive in charge of rural credit in the Bank) • • ** 

9. Representative of the State Bank . . . . „ 

10. Ctae economist 
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11 and 12. Two co-operators Member 

13 and 14. Two other non-offlcials .. .. „ 

The co-operators and the economist should be selected for their 
eminence in their particular line and (this applies to the non- 
officials also) should, if possible, possess outstanding familiarity 
with the problems of the rural economy of India. 

The Board should have a Standing Committee which is able 
to meet fairly often for formulation of subsidiary policies, for 
taking executive and ffiiancial decisions, and for reviewing and 
supervising the implementation of policies and plans. We recom- 
mend that the Standing Committee should consist of the Secretary 
of the Food and Agriculture Ministry (Chairman) ; representative 
of the Reserve Bank; one member to be selected from among 
numbers 10 to 14 of the Board, viz., economist, co-operators 
and non-officials; and one other member. 

It is obvious that the Secretary of the Food and Agriculture 
Ministry, as Chairman of the Standing Committee, will have 
functions to discharge of a most important kind, and that the 
work involved as well as the attention required will be such as 
to leave him little time for all except the most important of his 
normal duties. We, therefore, recommend that he should be 
relieved, as far as possible, of these other duties by the appoint- 
ment under him of an Additional Secretary who will look to the 
normal work of the Ministry. 

3. We recommend that the functions of the Board be as follows : 

1. (a) To promote the planned development, throughout the 
country, of the co-operative processing and marketing of agri- 
cultural commodities including commodities ancillary to agriculture 
or otherwise of importance to the rural economy; 

(b) To promote the planned development, throughout the 
country, of agricultmal production on a co-operative basis and 
of the co-operative organization of the prerequisites, facilities 
and processes of agricultural production (e.g., minor irrigation, 
fanning, etc.), as well as of non-agricultural production, whether 
ancillary to agricffiture or otherwise of importance to the rural 
economy (e.g., milk supply and dairying); 

2. (a) To promote the planned development, on a country- 
wide basis, of facilities for the storage and warehousing of 
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agricultural commodities (iucluding commodities aiscOlary to 
agriculture or otherwise of importance to the rural economy of 
the country), with the object, among other things, of expeditiously 
bringing about conditions in which increased institutional credit 
will be available for agriculture and, ultimately, of bringing 
about the ownership on a co-operative basis of as wide a netWOTk 
of godowns and licensed warehouses as possible; 

(b) In conjunction with the above, to promote, on a country- 
wide scale, the distribution to the cultivator, as far as possible 
on a co-operative basis, of seeds, manures, fertilizers, agri- 
cultural implements, tools of cottage industries, etc., needed 
by the cultivator as producer and basic, 'but standardized, re- 
quirements such as kerosene, sugar, matches, etc., needed by him 
as consumer; 

3. In pursuance of the above objects, in so far as their ful- 
filment falls within the sphere of implementation of State Gov- 
ernments or the co-operative organizations of different States, 
to give financial aid and accommodation, to such extent 
and on such conditions as may be feasible and desirable, 
to State Governments and, through them, to co-operative 
organizations; and in pursuance of the same objects, to give 
other forms of assistance to State Governments and co-operative 
organizations ; 

4. To give general directions to the All-India Warehousing 
Corporation, and to attach conditions to any loan, subsidy or 
other assistance given to the AU-India Warehousing Corpora- 
tion or the State Warehousing Companies ; 

5. To administer the National Co-operative Development 
Fund and the National Warehousing Development Fund and, 
at its discretion, to make appropriations between the two Funds. 

4. The Board’s office, including its Secretary and its adminis- 
trative, executive, expert and other staff should be provided by, 
and be part of, the Ministry of Food and Agriculture. 

5. (1) For the discharge of such of its functions as pertain to 
co-operative development, the Board should collaborate, in an 
advisory capacity, with the State Governments. 
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(2) For the discharge of such of its functions as pertain to 
warehousing, the Board should act through the All-India Ware- 
housing Corporation. 

(3) In regard to ‘distribution’, the Board’s functions will be 
principally those of planning, directing and co-ordinating the 
activities of the All-India Warehousing Corporation and State 
Warehousing Companies, which will themselves act as agents 
of the Government of India, State Governments, etc., under the 
general directions of the National Co-operative Development and 
Warehousing Board. 

Funds 

6. (1) There will be two Funds, viz., the National Co-operative 
Development Fund and the National Warehousing Development 
Fund. 

(2) The Government of India should make an initial non- 
recurring contribution of Rs 5 crores to the National Ware- 
housing Development Fund. 

(3) Thereafter, out of the minimum of Rs 5 crores to be an- 
nually made available by the Government of India, Rs 3 crores 
should be allotted to the National Co-operative Development 
Fund and Rs 2 crores to the National Warehousing Development 
Fund, unless, for any particular year, a different allotment 
is suggested by the Board which should be consulted before 
each allotment. The Board will be at liberty to make appropriations 
between the two Fimds. 

(4) Other sources for the Funds will be ad hoc grants from 
the Government of India and foreign assistance. (Warehousing 
development of the order envisaged is especially suitable for 
foreign assistance. We would emphasize the desirability of obtaining 
substantial assistance of this kind, if possible, for this part of the 
programme.) 

7. The National Co-operative Development Fund may be 
utilized for the following purposes: 

1. To make long-term loans to State Governments, on such 
terms and conditions as the Board may deem appropriate, to 
enable the State Govermnents to subscribe to the share capital 
of co-operative societies when undertaking activities (especially 
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processing and marketing) which fall within the purview of the 
objects of the Fund; 

2. To give non-recurring or recurring subsidies to State 
Governments, or through them to co-operative societies, on 
such conditions as the Board may deem appropriate, for objects 
which fall within the purview of the objects of the Fund. 

We consider that, as a rule, subsidies or loans to the State 
Governments should be conditional upon a certain percentage 
of the total expenditure or outlay being met by the State 
Government itself. The proportion to be so met by the State 
Government may, we suggest, be ordinarily not less than 25 per 
cent. Thus, there might be diiBFerent gradations, such as 25 per 
cent contribution from those State Governments which are 
relatively weak financially, 50 per cent from some and 75 per 
cent from those which are in a relatively strong position finan- 
cially. As a rule, there should be no compulsory acquisition of 
processing plants etc. ; but an important exception would have 
to be made where members of a co-operative society, or persons 
prepared to form themselves into a co-operative society, the 
membership, composition, etc., being such as satisfy criteria 
prescribed by the Board, offer to subscribe not less than 30 per 
cent of the share capital. In such an event, and provided the 
State Government is satisfied that acquisition is in conformity 
with the public interest, it may, after notification, compulsorily 
acquire the concern. Briefly, we do not contemplate a mono- 
poly for co-operative processing, marketing, dairying, etc., except 
for definite reasons in specific contexts. In this context, we 
recommend that State Governments should take steps to license 
all plants, factories and mills (other than at the cottage industry 
level) which are engaged in the processing of agricultural com- 
modities or in related activities and meanwhile promote, as soon 
as possible, such legislation as may be necessary for the purpose. 

8. The National Warehousing Development Fund may be 
utilized for the following purposes: 

1. To subscribe to the sWe capital of the All-India Ware- 
housing Corporation; 

2. To make loans on such terms and conditions as the Board 
may deem appropriate to a State Government for the purpose 
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of its subscribing to the share capital of the State Warehousing 
Company pertaining to its State ; 

3. To make loans on such terms and conditions as the Board 
may deem appropriate to the All-India Warehousing Corporation^ 
to a State Warehousing Company (through the All-India Ware* 
housing Corporation or otherwise), to State Governments and 
to co-operative societies (through the State Governments) ; 

4. To give non-recurring or recurring subsidies on such 
conditions as the Board may deem appropriate to the same 
bodies and through the same channels as in 3 above. 

All-India Warehousing Corporation 
Share capital 

9. We consider that the Corporation should have an authorized 
share capital of Rs 20 crores. Out of this, the issued and paid-up 
share capital should be Rs 10 crores. 

10. We recommend that not less than 40 per cent of the share 
capital should be subscribed by the National Co-operative 
Development and Warehousing Board. The latter will therefore 
contribute Rs 4 crores to the total paid-up capital of Rs 10 crores. 
The initial non-recurring allotment of Rs 5 crores by the 
Government of India will enable the Board to contribute this 
amount to the share capital. (The remaining Rs 1 crore will enable 
it to commence giving loans and subsidies immediately.) The 
allotment of the balance of share capital should be as follows: 

1. Not less than 10 per cent to the State Bank of India; 

2. Not more than 15 per cent to other commercial banks; 

3. Not more than 20 per cent to insurance companies, investment 
trusts, etc. ; 

4. Not more than 10 per cent to joint-stock companies which 
deal in agricultural commodities ; 

5. Not more than 5 per cent to organized forward markets 
such as the East India Cotton Association. 

11. A minimum dividend on the share capital should be 
guaranteed by the Central Government on broadly the same 
lines as for the Industrial Finance Corporation. Similarly, 
debentures should be guaranteed as to both principal and interest 
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by the Central Government. There should also be other appropriate 
provisions analogous to those pertaining to the Industrial Finance 
Corporation. 

Board 

12. The members of the Standing Committee of the National 
Co-operative Development and Warehousing Board should be 
ex officio members of the Board of the All-India Warehousing 
Corporation, and the Secretary of the Food and Agriculture 
Ministry, the ex officio Chairman of the Board. This accounts for 
four members including the Chairman. We recommend that 
there should be seven other members (including three more from 
the National Co-operative Development and Warehousing Board) 
on the Board as follows : 

1. Representative of the Railway Board (Member, National 

Co-operative Development and Warehousing Board) (ex 

officio ) ; 

2. Consulting Engineer (Road Development) to the Govern- 

ment of India, Ministry of Transport (Member, National 
Co-operative Development and Warehousing Board) (ex 

officio) ; 

3. Representative of the State Bank of India (Member, National 

Co-operative Development and Warehousing Board) (ex 

officio) ; 

4. One representative of the other commercial banks ; 

5. One representative of the insurance companies ; 

6. One representative of the joint-stock companies and forward 
markets ; 

7. Managing Director, who should be appointed by the National 

Co-operative Development and Warehousing Board in con- 
sultation with the Board of the All-India Warehousing 

Corporation. 

Functions 

13. Subject to the general directions of the National Co-operative 
Development and Warehousing Board and in conformity with 
its plans and policies, the functions of the Corporation would be: 
(1) to acquire and build godowns and warehouses at places of 
all-India importance ; (2) to run licensed warehouses and to train 
for that purpose the requisite cadres and staff; (3) to manage 
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regulated markets at centres to which the Corporation’s activities 
have extended; (4) to subscribe to the share capital of the State 
Warehousing Companies; (5) to act as agent of the National 
Co-operative Development and Warehousing Board; (6) to take 
up ‘distribution’ as agent of the Government of India or of 
State Governments ; and (7) to issue debentures. 

We would emphasize that what we are aiming at is a power- 
ful agency charged with the task of carrying out the programme 
in the best interests of the rural producer. Monopoly of the 
services involved, e.g., storage, is not as a rule contemplated. 
There will, therefore, ordinarily be no compxdsory acquisition 
of godowns and warehouses. Where, however, a godown or a 
warehouse is situated in a regulated market or other place noti- 
fied in this context, the acquisition may be compulsory, but on 
payment of compensation etc. The same applies to the State 
Warehousing Companies and co-operative societies. We recom- 
mend that State Governments should promote the formation of 
regulated markets much more extensively than they have done 
so far; and that States which have not yet passed the necessary 
legislation should do so without delay. We further recommend 
that, where the All-India Corporation has extended its activities 
to the area of a regulated market — e.g., by establishing a ware- 
house or taking over an existing godown — the management of 
the market should automatically vest in the Corporation. This 
should be provided for in the law. The same applies to State 
Warehousing Companies in relation to regulated markets to 
which they have extended. 

State Warehousing Companies 
Share capital 

14. Subject to necessary variations, the authorized share capital 
may normally be Rs 2 crores and the issued and paid-up share 
capital Rs 50 lakhs. 

15. Not less than 50 per cent of the share capital should be sub- 
scribed by the All-India Warehousing Corporation on condition 
that the rest is subscribed by the State Government. The statute 
governing the National Co-operative Development and Warehous- 
ing Board and the AU-lndia Warehousing Corporation should 
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contain a provision to enable the establishment of a State Ware- 
housing Company in any particular State as soon as the State 
Government agrees to pay the stipulated part of the share capital 
of the Company. (As already indicated, the State Government 
can obtain a loan for the purpose from the National Co-operative 
Development and Warehousing Board.) There should be no other 
subscriptions to the share capital of the State Warehousing 
Company. It will be noticed that banks, insurance companies, 
certain joint-stock companies, forward markets, etc., automatically 
come into the picture through their being shareholders of the 
All-India Warehousing Corporation. 

Board 

16. There should be eleven members in all including the 
Chairman and the Managing Director. The Chairman should 
be nominated by the All-India Warehousing Corporation. In 
addition, the All-India Warehousing Corporation may nominate 
three members ; one of them should usually be the local repre- 
s«itative of the State Bank of India and one at least of the 
remaining, a non-oflScial. Six members may be nominated by 
the State Government. These should ordinarily include the 
Registrar of Co-operative Societies (or Development Commis- 
sioner etc.), the Director of Agriculture (or an Agricultural 
Marketing OflSicer), the Chief Engineer (or other Senior Engineer) 
in charge of roads, and a representative of the State Transport 
Authority (if any) in the State. Of the remaining two, at least one 
should be a non-official co-operator. The Managing Director 
should be appointed by the All-India Warehousing Corpora- 
tion in considtation with the Board of the State Warehousing 
Company. 

Functions 

17. The functions of the Company would be: 

1. To acquire and build godowns at places other than those 
earmarked for the All-India Warehousing Corporation; 

2. To run licensed warehouses; 

3. To manage regulated markets at centres to which the Com- 
pany’s activities have extended; 

4. To act as agent of the All-India Warehousing Corporation ; 
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5. To take up " distribution ’ as agent of the Government 
of India, State Government or All-India Warehousing Cor- 
poration ; 

6. To subscribe to the share capital of co-operative societies 
concerned with storage or warehousing as their primary 
function or one of their primary functions ; 

7. To issue debentures ; 

8. To borrow from the National Co-operative Development and 
Warehousing Board or the All-India Warehousing Corpora- 
tion or the State Government. 

The Co-operativbs 

18. It will be seen that the State Warehousing Company for 
its part will be in a position to subscribe to the share capital of 
co-operatives which take up warehousing as a primary function. 
The exercise of this power will provide one of the means of 
effecting co-ordination between the National and State parts 
of the programme and between both these and the rural part 
of the programme which is to be taken up by co-operatives. 
Broadly, we contemplate that the State Warehousing Company 
will have its godowns and warehouses up to the district and 
sub-divisional levels, and that the co-operative warehouses will be 
established in the smaller towns and the taluka headquarters 
(provided of course they are important from, e.g., ? marketing 
point of view) and at other important marketing centres in the 
semi-urban and rural areas of the district. (This area-wise division 
of functions between the State Warehousing Company and the 
co-operatives should not, however, be interpreted literally or 
taken to be a rigid rule.) The programme contemplated can, at the 
rural end, be linked to the bigger villages by encouraging the 
co-operative societies in such villages to construct godowns, 
seed-stores, etc., in exercise of their multi-purpose functions. 
We also recommend that, where the State Warehousing Company 
has contributed to the share capital of a co-operative society, 
it will be open to the latter to replace or retire the share capital 
of the State Warehousing Company in accordance with a phased 
programme of replacement. This principle, however, should not 
operate in respect of godowns and warehouses at and above the 
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sub-divisional and district levels. At that stage, the State Ware- 
housing Company should continue to hold not less than 51 per 
cent of the share capital of the society in charge of the godown 
or warehouse. 

Regulated markets 

19. We would emphasize the very great need for ensuring that 
the management of regulated markets is not dominated by the 
influence of private trade, as today it is in many places, to the 
detriment of the rural producer. Hence our recommendation that, 
at those centres to which the All-India Corporation or the State 
Warehousing Company has extended its operations, the manage- 
ment of the regulated market should be statutorily entrusted to 
this institution. A local advisory committee may be appointed 
to assist the ofBcer of the institution at such places. We further 
recommend that, as long as a regulated market continues to be 
managed as at present, i.e., by a market committee etc., under the 
existing law, provision should be made for the nomination on 
the committee of one or two representatives of the co-operative 
marketing and banking institutions, if any, of the locality. These 
should similarly be on the advisory committee wherever the new 
arrangement comes into force, i.e., when the regulated market 
has been taken over by the All-India Warehousing Corporation 
or the State Warehousing Company. 

Training 

20. The importance of making adequate arrangements for the 
training of the officers in charge of the godowns and in particular 
of the licensed warehouses, need hardly be emphasized. We 
consider that training classes for them should be organized in 
conjunction with the scheme for the establishment of training 
colleges for the supervisory and other staff of commercial banks. 
There should be co-ordination and collaboration, at all levels 
of training, between the National Co-operative Development 
and Warehousing Board and (1) the Central Committee for Co- 
operative Training and (2) the Advisory Council in charge of 
the Bankers Training College. 

21. In regard to the immediate programme of the National 
Co-operative Development and Warehousing Board and its 

15 
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auxiliaries, we invite attention to the fact that there is already a 
network of civil supplies godowns throughout the country. We 
consider that, as a first step, such of these godowns as may he 
found suitable for the purpose should be taken over from Govern- 
ment, or from their other owners, by the National Co-operative 
Development and Warehousing Board and a co-ordinated plan 
worked out into which these may be fitted. It is also possible that 
the stair engaged for several years in the civil supplies departments 
of different States, a large part of which is in the process of being 
thrown out of employment on the accompUshment of decontrol, 
contains a fair number of persons whose experience may be suitably 
made use of by the All-India Warehousing Corporation, the State 
Warehousing Companies, etc., at different levels of operation. 
All this implies that the organization should be set going even 
before the National Co-operative Development and Warehousing 
Board, the All-India Warehousing Corporation, etc., are statu- 
torily established. 

22 An important feature of our scheme is the provision for 
subsidies being given, where needed, by the National Co-operative 
Development and Warehousing Board to the All-India Ware- 
housing Corporation and the other auxiliaries including &e 
co-operative societies. Owing to the high cost of constructing 
godowns and warehouses, an element of subsidy may be necessary 
in many instances for appreciable progress to be possible. The 
subsidies should of course be given only where, and to the 
extent that, they are demonstrably necessary; further, m individual 
instances, W may be restricted to a specified number of years. 
Once the uneconomic element in the cost has thus been provided 
for it should be the aim of the All-India Warehousing Cor- 
poration State Warehousing Companies, etc., to organize and 
conduct’ warehousing and distribution as a purely business 
concern. 

23 We have elsewhere pointed out the usefulness to Govern- 
ment of a network of godowns and warehouses for a poUcy of 
price support or of price control. 
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THE CO-OPERATIVE AGENCY (I APEX 
AND CENTRAL); RECOMMENDATIONS 

Our recommendations concerning the co-operative agency 
will be found partly in this chapter and partly in Chapters 29 and 
30. Those specially relevant to the higher levels of the structure 
are included here. 

The System as a Whole 


Reorganization 

2. We have explained why we believe that State partnership 
provides an appropriate basis for the type of reorganization 
needed. At the apex and central levels, the aim of State partner- 
ship should be to provide adequate, stable and powerful support 
to the primary society. The State should be the major partner; 
and it should remain a partner for as long as necessary. At the 
apex level, the State Government would directly contribute to 
the share capital of the institutions concerned. At the district 
level, the State partnership would be through the apex insti- 
tutions; in this instance, the State Government would provide 
funds (e.g., in the shape of additional share capital) to the apex 
institutions to enable them to contribute to the share capital of 
the institutions at the district level. At the primary level also, 
State participation would be indirect; it would take the form of 
similar contributions to the apex institutions to enable them to 
provide funds to the organizations at the district level, which in 
turn would contribute to the share capital of the institutions at 
the primary level. In certain cases, e.g., marketing and proces- 
sing societies, State partnership (as will be seen later) might be 
direct at all levels. 

3. We recommend that each State Government should, as 
early as possible, draw up in consultation with the Reserve Bank 
(or, as the case may be, the National Co-operative Development 
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and Warehousing Board) a phased programme for the reorgani- 
zation, on the basis of State partnership, of its co-operative 
institutions— short-term credit, long-term credit, marketing, pro- 
cessing, milk supply, dairying, etc. — ^at all levels: apex, central 
and primary. The programme should provide for each of these 
institutions having an initial minimum level of share capital 
which, over a period of years, will be raised to the optimum level. 
At the apex and central levels invariably (and at the primary level 
generally) not less than 51 per cent of the share capital of these 
institutions should be held by, or derived from, the State Govern- 
ment in the manner described above; the percentage may have 
to be more than this, if contributions from the co-operatives etc., 
do not, together with Government’s 51 per cent, come up to the 
initial minimum level. Another possibility is that, as long as the 
process of increase from minimum to optimum goes on. Govern- 
ment may have to make additional contributions, directly or 
indirectly, in order to maintain the level of its partnership at 51 
per cent. 

Until the optimum level is reached, it should be obligatory 
on members to increase their shareholding in conformity with 
the detailed requirements of the programme as worked out. 
Such compulsory contributions would first be for increasing the 
level of share capital from the minimum to the optimum. In the 
case of marketing and processing societies, the compulsory 
contributions from members should be fixed as a percentage of 
the turnover of the sales made through the society by each 
member; alternatively, they should be related to the size of the 
loan taken by the member from, e.g., a credit society with which 
the operations of the marketing or processing society are co- 
ordinated. Even after the optimum level of share capital is 
reached, compulsory contributions should continue for the pur- 
pose of ‘ retiring ’ the State or state-derived contribution to share 
capital in the following manner. 

The objective, at the rural base, that is, where the larger- 
sized primary agricultural credit society and all other societies 
at the primary level are concerned, will be to retire the whole 
of the state-derived contribution to share capital within a period 
of time to be fixed after taking into account all the circumstances, 
so that at the end of that period the societies at the primary level 



THE SYSTEM AS A WHOLE 


213 


become fully co-operative. At the apex and central levels, however, 
replacement of state-derived share capital would proceed until 
it is reduced to 51 per cent, but not beyond that, so that the 
major partnership of the State will be retained for as long a time 
as necessary to enable the institutions at this level to give strong 
and effective support to the rural societies. 

Reform 

4. We recommend that so far as agricultural producers are 
concerned, it should be the endeavour of the co-operative credit 
society (which hereafter will receive the requisite supoort from 
the State through a form of partnership with it which may be 
either direct or indirect) to cover as large a proportion of the 
population within as short a time as possible. We recommend 
that there should be legal provision for a right of appeal against 
non-admission to the Registrar of Co-operative Societies. There 
is every justification for such right of appeal if we remember the 
need to ensure that the benefits of membership are not confined 
to a relatively small coterie of the powerful, the influential and 
the propertied in each village. How the cultivator, as producer 
and not owner, can be provided credit on the basis of his pro- 
duce, has already been mentioned at more than one place and 
will be dealt with in the next chapter in connexion with the 
subject of ‘ crop loans*. Here it need only be recaUed that we 
have described that system as one in which (1) production is I 
the main purpose of the arrangements for finance; (2) short- j 
term loans are given on the basis that a crop is anticipated, not f 
primarily that a title exists; (3) the loans are related inf 
amount to the estimated outlay on raising the crop; and (4) thej 
recoveries are made, as and when the crop is sold, from thei 
proceeds of the sale. 

5. We would emphasize that the subsistence needs of the 
agricultural producer — as distinguished from specific * con- 
sumption * needs connected with marriages, funerals, etc. — should 
be treated as needs which may be legitimately fulfilled, and 
ought to be effectively fulfilled, by the system of productive 
finance here recommended. Such needs will be automatically 
covered if the quantum of crop loans-— at so much per acre of the 
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particular crop cultivated — is properly fixed for each area after 
taking into account all the relevant considerations. 

6. The present arrangements are even less satisfactory for 
village handicraftsmen. We have already noted that the credit 
arrangements for these should be part of the normal co-operative 
credit system and that Government should, where needed, provide 
adequate guarantees to enable the system to undertake this work. 
Apart from production credit, it is necessary to provide for 
specific ‘consumption’ needs of these persons (this applies also 
to agricultural producers). Reference is invited in this context 
to Chapter 19 where the idea of a chit fund has been elaborated. 
Loans in respect of marriages, illnesses, funerals, etc., should be 
made available in the. manner there suggested. 

Co-ordination 

1. It is of great importance to ensure that the different compo- 
nents of the superstructure of co-operative credit function in 
co-ordination with one another; by and large, such co-ordi- 
nation is now lacking. In this context, short-term agricultural 
loans may be defined as those limited to 15 months, medium- 
term agricultural loans as ranging from 15 months to 5 years 
and long-term agricultural loans as extending beyond 5 years. 
At the apex level, short-term loans should continue, as at present, 
to be provided through state co-operative banks. Medium-term 
loans should also be the responsibility of the short-term co- 
operative credit structure; special attention should be paid to 
loans for the purchase of livestock, which, as shown by the 
Survey, are an important medium-term requirement in many 
parts of the country. Long-term loans shoidd be provided by 
land mortgage banks. 

8. We recommend that, while the state co-operative bank and 
the central land mortgage bank should continue to remain separate 
entities for legal and financial purposes, direction and management 
should be common to the farthest extent possible and the same 
administrative staff operate under the two types of institutions: 
Thus, the state co-operative bank and the central land mortgage 
bank should have a common board of directors, a common 
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administrative machinery and a common building to house them. 
If it is not practicable to have a common board of directors^ 
at least some of the directors should be common to both. This 
recommendation applies in particular to States where either state 
co-operative banks or central land mortgage banks have to be 
newly established. Other States should, as far as possible, attempt 
to modify existing arrangements in approximation to this model.* 

Stabilization 

9. Complementary to the recommended establishment of a 
National Agricultural Credit (Stabilization) Fund in the Reserve 
Bank is the need to institute individual Agricultural Credit 
Stabilization Funds of their own by state co-operative banks, 
central banks and, wherever feasible, also by the larger-sized 
primary agricultural credit societies. As regards the building up 
of such Funds, we recommend that the dividend in excess of a 
prescribed level, say, 3 per cent, paid on the shares held by 
Government (either directly or through the apex and central banks) 
should in part be credited to this Fund. (We have elsewhere 
recommended that the other part should be earmarked for the 
Agricultural Credit (Relief and Guarantee) Fund.) In addition, 
there should be compulsory deductions from the dividends payable 
to other shareholders. These deductions may be equivalent to 
the excess above a prescribed level of dividend, such level being 
slightly higher for ordinary shareholders than that fixed for the 
State Government or for the apex and central banks. 

It is not intended that the facility of conversion of short-term 
to medium-term accommodation should cover types of dis- 
location of credit arising from ineflS^ciency, mismanagement or 
fraud in the institutions concerned. Nor, of course, should it 
be made available in conditions in which no amount of assistance 
of this kiiid can save the institution from liquidation. Where 
necessary, a condition may be imposed that the institution should 
effect such changes in its management or lending policies as may 
be stipulated by the central bank or the apex bank (if the facility 
is offered out of their respective Funds without approach to 
the next higher level) or, in the last resort, by the Reserve Bank 
where help is accorded out of the National Agricultural Credit 
(Stabilization) Fund. 
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State Co-operative Banks 

Membership 

10. The membership of the state co-operative bank should be open 
to all central banks and such other co-operative credit institutions 
as have direct dealings with it (e.g., primary agricultural credit 
societies in the areas, if any, in which the apex bank functions, 
through its branches, as a central financing agency). A strictly 
limited number of individuals may be allowed to become members. 

Directorate 

11. Even though one implication of major State participation 
might, in rigid logic, be held to be that the major voting power 
should also vest in Government, we consider that, ordinarily. 
Government should not be allotted more than a third of the 
seats on the directorate for nomination of its representatives. 
This recommendation applies to all co-operative institutions in 
which Government is the major shareholder. At the same time. 
Government should, on certain specified matters, have overridmg 
powers, for example, power to reverse or modify decisions on 
those matters, or power to impose decisions of its own in so far 
as they are relatable to those items. These reserve or special 
powers of Government, arising from its position as major partner, 
may in a few instances coincide with, but in all other instances 
should, in principle, be kept separate from, the powers of Govern- 
ment and the Registrar arising from the normal provisions of the 
Co-operative Societies’ Acts. The matters to which these powers 
should be related fall broadly under two categories: (1) the 
soundness of financial policies and (2) the larger objectives of 
loaning policies, for example, linking of loans to production, or 
making a large amount of credit available to the medium and 
small producer. Detailed items under these heads would have 
to be worked out, in the light of local conditions and features, 
for each state co-operative bank. The nominees of Government 
should include the Registrar of Co-operative Societies and, 
ordinarily, a representative of the finance department and a bank- 
ing or financial expert. Special care should be taken in the 
selection of the chief executive of the bank (managing director 
or manager). His appointment should be subject to the approval 
of Government. 
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Share capital 

12. In addition to accretion to share capital through partnership 
of the State, there are two methods of increasing share capital 
which we would suggest for adoption where\er appropriate; 
(1) to insist on member central banks and societies subscribing 
to the share capita] an amount that is a prescribed proportion 
of their own share capital and (2) to relate the borrowing of 
members to their shareholding. These devices, however, should 
not be adopted to the detriment of the major objectives of policy. 

13. The constitution of state co-operative banks should provide 
for their being able to contribute to the share capital of central 
banks. 

Loan operations 

14. In the loan operations of state co-operative banks, the 
demands for agricultural credit should receive the first priority. 
Financing of traders, merchants and other ‘ individuals ’ should 
be curtailed, if necessary by stages, but as speedily as possible 
and eventually given up. Loans to individuals should be given 
only to a very limited extent, e.g., against their fixed deposits 
with the bank. We also deprecate the tendency on the part of 
some state co-operative banks to give long-term loans out of 
short-term resources. 

15. In conclusion, we expect the state co-operative banks, after 
reorganization, to function as real pivots of the Movement. They 
should establish close contacts with their member banks as also 
with the agricultural credit societies at the base. The apex bank 
should be made the custodian of the surplus resources of the 
co-operative banking system; for this purpose all co-operative 
central financing agencies should be statutorily required to invest 
their surplus funds in the apex bank. 

Central Land Mortgage Banks 


General 

16. We recommend that each State should have a central land 
mortgage bank. State Governments should at the same time 
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review their tenure and tenancy laws and take steps to eliminate 
such features in these laws as, without being essential to policy, 
are hindrances to the development o£ a simple and eflfective system 
of land mortgage banking. Briefly, where land reforms necessitate 
restrictions on the mortgaging of title, the scope of such restric- 
tions should be the minimum necessary. Thus selective mortgages— 
e.g., to co-operative sodeties and to Governments — could be 
made permissible. Any special procedure for registration of mort- 
gages under the land reform acts (and indeed the general procedure 
itself for registration of mortgages on land) should be made 
simple, cheap and expeditious. Similarly, the provisions of the 
law should ensure that the title passed is as clear and as secure 
as possible. 

Share capital 

17. So far as central land mortgage banks are concerned, the 
proportion of share capital to be contributed by Government, 
while subject to a minimum of 51 per cent, might have to be of 
a much larger proportion than in the case of apex banks or 
central banks. This is because the pfogramme of land develop- 
ment, in the context of the plan for increase of agricultural 
production, is so considerable on the one hand, and the availa- 
bility, through institutional channels, of medium and long-term 
credit for such development so insignificant on the other, that 
strong central (and primary) land mortgage banks are one of the 
foremost needs of the country’s agricultural development today. 

18. The constitution of central land mortgage banks should 
provide for their being able to contribute to the share capital of 
primary land mortgage banks. 

Changes in loan policies 

19. The overwhelming majority of the loans advanced by land 
mortgage banks have been for the repayment of prior debts and 
redemption of mortgages on land. It is necessary for land mortgage 
banks to align themselves to a positive policy of giving loans for 
land improvement and development including purposes such as 
bunding, digging of weUs and acquisition of pumps, agricultural 
machinery, etc. A simple and obvious first step towards increasing 
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the number of productive loans is to give first priority to appli- 
cations for loans for improvement, reclamation and development 
of land, purchase of agricultural machinery and equipment, and 
similar productive purposes. Primary land mortgage banks should 
be told that applications for loans for improvement of land and 
other productive purposes should be taken up first. 

20. Along with the encouragement of productive loans should 
go the discouragement, not necessarily of all non-productive loans, 
but certainly of non-productive loans of low priority. Thus, 
applications for loans should not be entertained when the loans 
sought are found, on investigation, to be of this description. 
Further, applications for loans for amounts above a specified 
figure, say, Rs 5,000 should not be entertained unless the loan 
is for agricultural development. Supervisors of primary land 
mortgage banks should be instructed to visit villages with the 
specific object of popularizing loans for land improvement and 
asked to maintain a separate diary of their activities which should 
be checked by the central land mortgage bank’s inspector. 

21. If the policies and operations of the central land mortgage 
banks are to be oriented to increased agricultural production, 
it is necessary to keep in mind three organizational needs : co- / 
ordination of credit with planned agricultural development,/ 
assessment of technical soundness of the project in respect of! 
which credit has been asked for, and verification of the actual, 
utilization' of credit. Administratively, these requirements will . 
imply a variety of modifications in the present system, e.g., 
(1) the adoption of techniques for making known the scheme 
of credit and the procedure for obtaining loans to intending 
borrowers in the particular area; (2) close co-ordination with 
the appropriate departments of Government — agriculture, public 
works department, etc. — ^and their district staff; and (3) expansion 
(and where necessary specialization) of the staff of the central 
and primary land mortgage banks, especially for the purpose of 
supervision. 

We attach very great importance to the employment by land 
mortgage banks of adequate and trained supervisory staff because 
of the need to ensure that the credit provided is utilized for the 
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particular productive purpose for which it is intended. The 
improvements should be supervised from stage to stage during 
the execution of the project and the loan disbursed in instalments 
after each such supervision. In this matter, attempts should be 
made wherever feasible to bring about co-ordination between 
the supervisory staff of state co-operative banks and of central 
land mortgage banks. 

22. Apart from the question of supervisory personnel, there 
are other requisites for the success of a scheme of land improve- 
ment. In the first place, land mortgage banks cannot under their 
existing rules lend more than a percentage of the existing value 
of the land as distinguished from value after improvement. 
Further, there is the important question of title and the steps to be 
taken to ensure that it vests unambiguously in the bank which 
finances the improvement. 

As regards the first question, the point is that lands are not 
suflS^ciently valuable before the improvements are effected and, 
on this basis, the amount of finance which land mortgage banks 
can provide under their existing rules of valuation may often 
be inadequate. The need accordingly arises for some form of 
guarantee to cover the diflference between the value before and 
after improvement. This guarantee can only come from Govern- 
ment; it will have to be for a specified period and cover the 
difference between the two values, namely, value before and after 
improvement. The guarantee wiU of course lapse when the 
improvements have been effected. Meanwhile, the potential risk 
to Government can to a very great extent be minimized by 
effective supervision. 

Since doubts regarding title tend to delay the sanction of loans, 
it is of importance to ensure, wherever this can be done without 
infringing wider principles of law, that a mortgage to the bank 
has the effect of the title being unambiguously vested in it. 
We recommend that the State Governments should take suitable 
steps for this purpose, including amendment of the relevant law 
to the extent possible. Further, we consider that primary land 
mortgage banks will fulfil an extremely useful function if they 
are in a position to guarantee the repayment of the loan to the 
central land mortgage bank in the event of a dispute regarding 
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title. Such a guarantee will facilitate the expeditious disbursement 
of a productive loan, since the disbursement can take place after a 
preliminary investigation of title but before final examination 
and decision as to its legal validity. The guarantee will cease when 
the title is found to be in order. In this manner, and with the 
safeguards mentioned above, productive loans can be disbursed 
^prematurely’. In order that it may be able to provide the 
necessary guarantee, we recommend that each primary land 
mortgage bank should constitute a guarantee fund of, say, 
Rs 25,000 to start with. This should be deposited with the central 
land mortgage bank. We further recommend that the State 
Government should, on behalf of the primary land mortgage 
banks, initially provide a sum of Rs 5 lakhs to the central land 
mortgage bank for enabling it to create the necessary guarantee 
funds for its primary land mortgage banks, 

23. We suggest that the scheme of productive loans outlined 
above may be tried, in the first instance, in the areas which have 
been newly brought under irrigation and those which are to be 
newly irrigated, as well as in some of the Community Project 
Areas. We recommend that land mortgage banks should be re- 
cognized as Government’s agency for the distribution of productive 
long-term loans in areas newly brought under irrigation, wherever 
such a step is practicable. This implies that Go^'e^nment funds 
should also be channelled through these banks and not, in the 
traditional manner, through the revenue department. 

24. There are also a few other aspects of the association of 
credit with production and land improvement to which we would 
invite attention. One is the duration of such credit. At present, 
as noted elsewhere, land mortgage banks design their loans for 
15 or 20 years in almost routine fashion. This practice should be 
revised and the period of repayment of loans for land improve- 
ment and production related to the purposes of the loans, 
different periods being prescribed for different categories of 
purposes. 

25. Another point to which we would invite attention is that 
land mortgage banks have often to give second and third loans 
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to the borrowers even though it was expected that, with the loans 
taken from them, the borrower would clear off all his outside debts. 
In theory, these loans are meant for development of land, but 
as a matter of practice, they are generally available for any one of 
the various purposes for which the first loans could be sanctioned. 
The practice itself is clearly undesirable. Land mortgage banks 
should regulate their second and third loans in regard to purpose, 
amount, period and interest in such a manner as to exert a 
beneficial influence on the borrower and hold in check any tendency 
on his part to borrow frequently. They should provide such loans 
for productive purposes only. The rates of interest on such loans 
may be slightly higher than on first loans ; further, a limit may be 
imposed on the total amotmt that can be thus borrowed. 

26. An important question relates to the debentures issued by 
central land mortgage banks. We recommend that, in keeping 
with a policy of providing loans of varying periods for agricul- 
tural development, central land mortgage banks should issue 
debentures for varying periods — e.g., 5, 10, 15 or 20 years — ^in 
conformity with the purposes of the loans. In addition to deben- 
tures of these types which are primarily meant for urban insti- 
tutions, but with the period and other terms suitably altered to 
fit in with the requirements of rural investment, we recommend 
that land mortgage banks should introduce ‘ rural debentures’. 
Our suggestions regarding these will be found in Chapter 34. 

We also recommend that the Reserve Bank and the State 
Bank should take positive steps for the creation of an efiective 
market for the debentures of land mortgage banks. We have 
referred to ‘ special development debenttires ’ for land improve- 
ment in Chapter 25 ; these are to be purchased in whole or in 
part by the Reserve Bank which for the purpose will draw upon 
the National Agricultural Credit (Long-term Operations) Fund. 

Some forms of State aid 

27. Apart from major State participation in share capital and 
guarantee in respect of production loans, land mortgage banks 
will require other forms of aid and assistance from the State 
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Government. Including various facilities which are already afford- 
edj we recommend : 

1. Guaranteeing the debentures of central land mortgage 
banks as regards both principal and interest; 

2. Provision of staff for valuation of land and examination of 
schemes of land improvement, assessing their technical 
soundness, etc. ; 

3. Provision of overdraft facilities to enable land mortgage 
banks to provide loans until they are in a position to get a 
fairly large volume of mortgages on the security of which 
they can float debentures; 

4. Exemption from stamp .duty, registration fees, etc. ; 

5. Enactment of special legislation (i.e., a separate land mortgage 
bank act) for facilitating the working of land mortgage banks 
in the State. Such legislation shoifld, among other things, 
provide for a simple and elastic procedure which would 
enable land mortgage banks to recover defaulted loans 
expeditiously ; 

6. Government should give special assistance to land mortgage 
banks in the undeveloped areas, with reference to their 
administrative costs, in order to prevent their running at a 
loss. 

State Co-operative Marketing Societies 
General 

28. As soon as the relevant development at the primary and 
other stages makes this appropriate, state co-operative market- 
ing societies should be set up in the several States. Such societies 
would form the apex of a federal co-operative marketing struc- 
ture. Where they now exist, state marketing societies are usually 
weak and ineffectual; they have little organic connexion with 
the corresponding institutions (if any) below. The reorganiza- 
tion of existing state co-operative marketing societies in a suitable 
manner in certain States is just as necessary as the establishment 
of new ones at the appropriate stage in other States.. 

29. Further, in the state co-operative marketing societies to 
be newly established, no individual should be admitted as a 
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member; the society should function as a ptire federation of 
co-operative marketing societies at the district and primary levels. 
As regards the existing state co-operative marketing societies, 
immediate action should be taken to ensure that their managing 
boards are preponderantly representative of societies and not 
individuals; the next step should be the complete elimination 
of individuals from membership. 

30. The risks associated with trading make it imperative that 
state co-operative marketing societies should financially, legally 
and even administratively be quite distinct from the corres- 
ponding state co-operative banks. Nevertheless, proximity, frequent 
consultation and exchange of information and above all the 
sharing of common programmes and policies, so that marketing 
and credit may develop together and strengthen each other in the 
same areas of operation, are all points to be borne in mind in 
regard to the relationship between the marketing and credit aspects 
of the co-operative structure envisaged in these recommendations. 

JFunctions 

■^31. The main functions of the state marketing societies as well 
as of the district marketing societies and the primary marketing 
societies, which together form the federated structuie, should 
be: (1) marketing of crops; (2) distribution of goods which the 
cultivator needs as producer, e.g., fertilizers, agricultural imple- 
ments, etc.; (3) distribution of certain basic but standardized 
requirements which the cultivator needs as consumer, e.g., sugar, 
kerosene, matches, etc. ; and (4) certain developmental functions, 
e.g., construction of godowns and warehouses. 

State partnership 

32. Major State partnership is as necessary in this case as in 
that of credit. There should be State participation in the share 
capital of marketing societies — this also applies to processing 
societies, dairying societies, etc. — ^from the apex to the primary 
level, at not less than 51 per cent and for an indefinite period, 
on the lines already indicated in regard to the credit structure. It 
may be noted that we have recommended in regard to market- 
ing societies, processing societies, etc., that there should be a 
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compulsory contribution to share capital by each member of the 
society, the amount of such contribution being related, for 
instance, to the turnover of a member’s sales through the society 
or to the size of the loan taken, by the member from, e.g., a 
related credit society. 

33. Apart from normal administration on the one hand, and 
the special prorision of part of the share capital on the other, an 
extremely important duty of the State Government will be to 
provide the services of trained technical men to societies con- 
nected with marketing, processing and other economic activities. 
Programmes for the state-wise organization and development of 
such societies should be drawn up by the State Governments in 
conjunction with the National Co-operative Development and 
Warehousing Board, and the training of personnel proceeded with 
in the light of such programmes. 

34. The important item of development of storage (godowns 
and warehouses) has already been dealt with in Chapter 27. 
We have recommended in that chapter that various steps should 
be taken by Government for the promotion of co-operative 
processing societies etc. It was mentioned that State Govern- 
ments should take steps to license all plants, factories and mills 
(other than at the cottage industry level) which are engaged in 
the processing of agricultural commodities or in related activi- 
ties. In this context, it is further recommended that, before 
issuing a licence for a new plant, factory or mill in any particular 
area. Government should ascertain whether any existing co- 
operative society or one likely to be formed is both willing and 
in a position to take up the work. In that case, the licence should 
be issued to the society and not to the private party. 

Central Co-operative Banks 
Preliminary issues 

35. The recommendations made so far deal with co-operative 
organizations at the apex level. Turning now to the district 
level, there are three preliminary matters which have to be con- 
sidered. In the first place, what would be the more appropriate 
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co-operative credit agency at the district level : a branch of the 
state co-operative bank or a central bank? Secondly, should 
this agency, whether it is the branch of the apex bank or the 
central bank, also deal with long-term credit? Thirdly, is it 
necessary to have central banks at all in States which are relatively 
small in size ? 

36 . As regards the first question, we are in agreement with the 
view of the Reserve Bank’s Standing Advisory Committee on 
Agricultural Credit that: 

“ Other things being equal — in regard to finance, local sup- 
port, administrative efficiency, etc. — the establishment of a central 
bank should be preferred to that of a branch of the state co- 
operative bank. In areas which are relatively undeveloped in the 
economic and co-operative aspects, the proper course is likely, 
in many cases, to be to establish branches of the apex banks with 
such financial assistance from the State Government as may be 
necessary. In such instances, the policy should be that of eventually 
replacing the branch by a full-fledged central bank. ” 

37. As regards the second question, viz., whether the credit 
agency at the district level should deal with long-term credit also, 
it is necessary to bear in mind that the central land mortgage 
bank at the apex of the long-term credit structure of the State 
can operate only if there is a corresponding machinery at the 
district headquarters and below. In a State like Madras, for 
example, which is relatively developed in this respect, this machi- 
nery is provided by primary land mortgage banks. The establish- 
ment of such banks in the different States is likely to take an 
unduly long time. Until such time as a primary land mortgage 
bank can be established in a particular area, the lines of organi- 
zation of long-term credit which we would recommend are as 
foDows. 

The central land mortgage bank should, in the first instance, 
operate in the district through a ‘ section ’ of the central bank or 
the branch of the state co-operative bank, the transactions being 
kept entirely distinct and the section functioning as an agent of 
the central land mortgage bank for the disbursement of long-term 
loans to individual agriculturist borrowers, all of whom will have 
to be direct members of the central land mortgage bank. When 
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the long-term loans are suiBciently numerous and the size of 
business, actual and potential, represents the minimum necessary 
for the economic working of a separate branch, the section may be 
converted into a branch of the central land mortgage bank. 
To ensure co-ordination between the short-term and long-term 
credit structures, the branch should continue to be located in the 
same building as the central bank. The third and final stage 
would come when, in course of time, the business expands much 
farther and groups of borrowers are prepared to form primary 
land mortgage banks. The branch of the central land mortgage 
bank could then, if appropriate, be converted into a primary land 
mortgage bank. Nevertheless, it would continue to be situated 
in the same building and remain co-ordinated in its working with 
the central co-operative bank. 

38. Finally, as regards the third point, viz,, the need for central 
banks in States which are relatively small in size, our view is that 
in such States, the state co-operative bank can deal direct with 
the primary agricultural credit societies at the rural base. 

General 

39. In many ways, the position of central co-operative banks 
is of crucial importance in the co-operative credit structure. At 
the same time, the central banks in most States are extremely 
unsatisfactory institutions. It is, therefore, important to draw 
up for each Stale plans for the rationalization and strengthen- 
ing of central co-operative banks in several of their aspects 
including the financial and the administrative. 

40. We are in agreement with the opinion expressed by the 
Reserve Bank’s Standing Advisory Committee on Agricultural 
Credit that, ordinarily, there should be only one central bank 
for each district. If, howc\er, in a particular area, financial and 
other conditions justify the formation of a bank for a region 
smaller than a district, there should be no objection to this ; the 
same consideration applies of course to such of the existing 
central banks as happen to serve relatively prosperous areas 
which, though each of them may be smaller than a district, 
nevertheless provide enough business to render the central bank 
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an ‘ economic ’ unit. That, however, in several States, is far from 
being the case. In all such instances, the amalgamation of the 
smaller units into one strong unit for the area (normally a 
district) should be kept xmambiguously in mind as the desired 
objective, a plan of amalgamation drawn up for the area, and 
the plan vigorously pursued. Central banks which refuse to co- 
operate in the plan should be disaffiliated from the state co- 
operative bank and denied all privileges by the administration. 
Major State partnership (through the state co-operative banks) 
in the reorganized central co-operative banks will be a powerM 
weapon in this context. 

As tentative ‘minimum standards’ of owned capital and 
working capital for economic central banks, we endorse the 
criteria suggested by the Reserve Bank’s Standing Advisory 
Committee, viz., paid-up share capital and reserves of about Rs 3 
lakhs and working capital of Rs 20 to 25 lakhs. 

Administration 

41. The boards of management of some of the central banks 
are unwieldy in size and contain a disproportionate represen- 
tation of ‘ individuals ’ as distinguished from societies. It should 
be possible to remedy these defects quickly and effectively under 
the scheme of major State partnership. In this case too. State 
partnership should not imply the nomination of more than a third 
of the directors by the state co-operative bank. As with state 
co-operative banks. Government should have special powers to 
reverse particular decisions of the bank, as also to impose certain 
decisions, on items falling within the categories of policy already 
specified. Further, as suggested in Chapter 26, in so far as state- 
partnered co-operative banking institutions at district headquarters 
are concerned, the local agent of the State Bank of India should 
invariably be nominated as one of the members of the board of 
the particular central co-operative bank. 

42. Some of the central banks have officials as chairmen. We 
consider that this should be the exception and not the rule. 
Every effort should be made for enlisting the association of 
suitable non-official co-operators as chairmen of state co-operative 
banks, central co-operative banks, etc. 
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Share capital 

43. We have already emphasized that State partnership (through 
the state co-operative banks) in the share capital of central co- 
operative banks, at a level not below 51 per cent, should continue 
for an indefinite period. Provision should be made for the 
investment by member societies of prescribed amounts in the 
share capital of the central bank, such amounts being related to 
the share capital of the society itself as a specified proportion 
thereof. Further, the amounts which societies may borrow from 
the central bank may be linked to the amount of shares held by 
them in the central bank as a multiple thereof. In neither case 
however should the requirement be pressed to the point of com- 
promising major objectives of policy. 

44. The constitution of central banks should provide for the 
possibility of their contributing to the share capital of primary 
agricultural credit societies. 

Reserve Fund 

45. As important as the need for adequate share capiial is that 
for adequate reserves. We trust this will engage from time to 
time the most careful attention of co-operative departments and 
of the directorates of central banks. 

Financial operations 

46- It is of the utmost importance that the central banks should 
give first priority to the requirements of agricultural credit 
societies. Loans to individuals should be rigidly restricted. They 
might, for example, be confined to advances against fixed deposits. 
Loans to merchants and traders, wherever now given, should be 
eliminated within the shortest period possible. 

47. Subject to the fulfilment of certain prerequisites such as the 
existence of arrangements for safe custody and for proper valuation, 
central financing agencies (i.e., central banks and their branches 
or branches of the state co-operative bank) may issue loans on 
the pledge of gold and jewellery or against approved securities. 
(This recommendation is applicable to selected larger-sized primary 
agricultural credit societies also.) 
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48. Individual agriculturists may be admitted as members of 
central banks as a purely transitional arrangement, pending 
establishment of co-operative societies in the areas concerned. 
So far as the land mortgage section of the central bank is con- 
cerned, the membership of such agriculturists will pertain direct 
to the central land mortgage bank with which, however, their 
dealings will be through the central bank until such time as a 
branch of the central land mortgage bank (and later perhaps a 
separate primary land mortgage bank) is formed. 

49. We cannot too strongly deprecate the practice which has 
developed during and after the last war, and which in some cases 
still survives, of the central banks taking up trading activities, 
possibly at the behest of Government, but certainly at risk to their 
depositors. No central bank should engage in trading activities. 

Margins 

50. Wherever the ‘margin’ kept by a central bank is unduly 
high, the operations of the institution should come under the 
special scrutiny of the Registrar and of the inspection organi- 
zation of the Reserve Bank. 


Relations with primaries 

51. The central banks should build up close and continuous 
contacts with the primary agricultural credit societies, be sym- 
pathetic and responsive to their needs and difiEiculties and endeavom: 
to assist them to the best of their capacity. 

The sub-divisional level 

52. It may be remembered that we explained in Chapter 26 
that for the effective linking of the higher levels of the co-operative 
credit structure with the societies at the primary level, it was 
necessary that the co-operative financing agency at the head- 
quarters should have branches at some intermediate level between 
the village and the district headquarters, such branches being 
sought to be established at least at sub-divisional centres to start 
with and thereafter at other suitable places. We would emphasize 
that this observation is of particular application to those States 
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in which the co-operative credit structure has not yet reached 
a fair degree of development. As contrasted with these, there are 
of course certain States in which the branch expansion of co- 
operative banks has already, in varying degrees, proceeded beyond 
the sub-divisional leve' ; for obvious reasons, the relevant recom- 
mendations made in Chapter 26 do not apply in their entirety to 
such States. 


Urban Banks 

53. It will be convenient to make a brief reference here to 
urban co-operative banks which have made appreciable pro- 
gress in some States, especially in Bombay and Madras. Many 
urban banks are situated in small towns and to some extent, 
serve the credit needs of the agricultural population in and around 
them. Further, in some States, urban banks are allowed to deal 
with rural societies in the absence of a central bank for the area. 

54. Our recommendations in regard to urban banks are as 
follows : 

1. In areas where central banks or branches of the apex 
bank are not functioning, urban banks may be allowed to 
finance rural societies as a transitional measure. 

2. In the matter of loans against pledge of gold and agri- 
cultural produce, urban banks may be allowed to extend their 
sphere of operations to villages within a radius of five miles 
of the area of the towns in which they are located, provided 
there are no primary agricultural credit societies in the villages 
concerned. The granting of loans by urban banks against 
agricultural produce should be allowed only in areas where 
co-operative marketing societies are not functioning. 

3. We endorse the following recommendation of the 
Fifteenth Registrars* Conference (1947) : “ . . . the surplus 
funds of urban banks should ordinarily be invested in pro- 
vincial and central co-operative banks to enable them to finance 
co-operative societies. Where such investment is not necessary, 
the Conference recommends that urban banks may be em- 
powered to invest 15 per cent of their surplus funds after 
providing for fluid resources in such manner as their boards 
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may unanimously decide and in accordance with such terms 
as the Provincial Government may lay down. ” 


District Marketing Societies 

55, The following recommendations relate to co-operative 
marketing societies at the district level: 

1. District marketing societies may be formed either on a 
territorial or on a commodity basis according to local con- 

ditions. . i i 

2. There should be a minimum and an optimum level oi 

share capital for each district marketing society. The State 
Government should hold at least 51 per cent of the share capital 
of such societies. There will be compulsory contributions from 
members, in the shape for instance of compulsory deductions 
in proportion to the turnover of their sales, with a view to 
increasing the share capital to the optimum level and there- 
after in order to retire the State’s part of the share capital 
antil it stands at 51 per cent of the total. WeU-orgai^ 
district co-operative marketing societies may, according to th^ 
situation, find it possible to operate also as societies for the 
processing of agricultural commodities. . , , 

3 The State Government should make available the services 
of suitable technical staff to district co-operative marketing 
societies. 


56. Our recommendations in respect of district co-operative 
marketing societies also apply mutatis mutandis to certain ottw 
forms of co-operative organization of p(»nomic activity and m 
particular to co-operative processing societies. 
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THE CO-OPERATIVE AGENCY 
(II PRIMARY): RECOMMENDATIONS 

The most basic part of the programme of co-operative develop- 
ment is that which relates to the reorganization of the primary 
society, in particular the agricultural credit society. Our recom- 
mendations concerning the lines of such reorganization are 
contained in this chapter. 

Agricultural Credit Societies 

Size 

2. It is our considered view that the formula ‘ one society to 
one village and one village to one society ’ has failed in India as 
the basis for the organization of co-operative rural credit because 
its underlying assumptions have proved incorrect. Those assump- 
tions were that mutual knowledge would help to determine, and 
honorary service help to operate, credit; that the first would be 
most effectively present, and the second most eflfectively developed, 
within the confines of one village. In actual fact, as we have already 
seen, the compactness of size has not been accompanied by any 
of these other features. Their presence would have invested it 
with real significance; but, divorced from them, it has only 
served to come in the way of alternative courses of reorganization 
such as the replacement at the primary base of ‘ honorary services ’ 
by competent paid staff and of small uneconomic turnover by 
larger units of business. For these reasons, we recommend that 
the future line of development of co-operative credit at the level 
of the village should be unhesitatingly in the direction of bigger 
societies covering larger areas. In other words, primary agricul- 
tural credit societies should hereafter be established (and wherever 
necessary, and as and when suitable, existing ones reorganized) 
so as to cover, according to local conditions, groups of villages 
with a reasonably large membership and a reasonably adequate 
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Share capital. The headquarters of the larger-sized primary credit 
iSt, S or roorganired. should b. oonvontorly locat^ for 
the people of the villages comprised ® 
u a maLlng centre in the area it should, d Po^*''. ^ 
at that centre. As a rule, the area of operation of the society 
should be such as to provide it with adequate ^^mes^ 
Reorganization of existing societies should 
where necessary and as and when this c^n ^ suitably done i.e^, 
without considerable dislocation. A ph^ed , , ■ 

organization, confined to contiguous societies wbch 
r— sapittion, would O'. 

hLever. to fresh registrations of primary ^ 

societies, the model adopted in regard to size etc 
Tireference and to the maximum extent possible, be th S 

solrherc recommended. In ^“uc^ 

a concerted drive to orgtutize such socehes tn sete.^ amK such 
as those in which Community Projects or Nation^ EstensiOT 
StvirBlock, have been in operation or are about to ho 

“t“"foUowing pararaphs at. indicted the ™ 

consider appropriate for the larger-sized 
credit society. Some of the suggestions, as wiU be seen, 
apicable to aU agricultural credit socieUes and not merely the 

larger-sized ones. 

^^"xhe ^membership of agricultural credit societies in 
larger-sized or small, should be open to all persons residmg m 
A? areas of their operations. Further, as recommended in the 
nrevious chapter a person who is refused admission to the society 
S^d h^^C rigSt to appeal to the Registrar of Co-operaUve 

Societies, 

f “S laiget-stol ptimalj ttgticuKtnnl omdit soci«, sho^ 
t uShlith^ on ‘“in of limit«l liabihty “f tte 

bigger area of operation, the larger coverage of clasps of cultt- 
vators and, generaUy, the wider sphere of activiti^. J 

of the members may be limited to the vdue of shares held 
by them or, preferably, to a certain mulUple thereof. 
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Share capital 

5. Each of the larger-sized societies should have an initial 
minimum level of share capital which should be raised, in a 
specified period, to an optimum level. The central bank should 
initially contribute to the society whatever amount is necessary 
for ensuring that the total share capital is not below the minimum 
level. For this purpose, the State Government should make the 
needed finance available to the state co-operative bank (e.g., in 
the shape of additional share capital) to enable it to provide 
funds to the central co-operative bank. Until the optimum level 
is reached, there should be compulsory contributions from 
members together with proportionate contribution by Govern- 
ment through the state co-operative bank and central banks. 
After the optimum level is reached, the contributions derived 
from Government should cease ; but compulsory contributions 
from members should continue for the specific purpose of retiring 
the whole of the government-derived contribution within a suitable 
period, so that at the end of it these societies would be fully co- 
operative even in the orthodox sense of the term. Contributions 
and retirement should proceed on a planned basis. The shares 
of the society should be of suitably small denominations. 

Members* deposits 

6. As a rule, only fixed deposits should be accepted by the 
primary agricultural credit societies, and current deposits confined 
to the apex and central banks and their branches. In selected 
instances, however, a primary society may be permitted to operate 
savings accounts, and accept deposits for the purpose, on behalf 
of the bank to which it is affiliated. It should be paid suitable 
commission for its work as agent. 

Societies* deposits 

7. Agricultural credit societies in general should be encouraged 
to deposit their funds with central banks. The latter may, where 
appropriate, consider the desirability of paying on such deposits 
a rate of interest which is slightly hi^er than the normal rate. 

Reserves 

8. There should be annual allocations to reserves out of 
profits. This is especially important if primary agricultural aedil 
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societies generally, and the larger-sized ones in particular, are 
eventually to inspire enough confidence to be able to attract 
adequate deposits. 

Borrowing limits 

9. The maximum borrowhig limit of the larger-sized primary 
agricultural credit societies should be fixed at a certain multiple 
of their paid-up share capital and reserves. 

Loan operations 

10. In regard to loan operations, our emphasis is on crop loans, 
of which the need and the characteristics we have already 
mentioned. Some of the details are dealt with here. 

There are various precautions which it is possible to take, and 
which should be taken, in working the system of crop loans. 
Some of them may be mentioned. In the first place, the amount 
of the crop loan should be so fixed as to be an adequate propor- 
tion of the cash outlay per acre of crops. On that basis it will 
also of course, in the bulk of cases, bear a reasonable relation to 
the value of the crop. Secondly, wherever appropriate, the loans 
may be given in suitable instalments instead of as a lump sum 
at the start. Thirdly, the loans should be in kind to the maximum 
extent possible. Fourthly, certain legal safeguards are possible. 
We endorse the recommendation of the Agricultural Finance 
Sub-Committee that, “ While credit societies should not ordinarily 
attempt mortgage finance they should be enabled to have a 
statutory charge on the crop for the seasonal finance given to 
buttress personal security. When such a charge has been 
created by the borrower, it should not be alienable without the 
permission of the society. A prohibition of this kind was, for 
example, incorporated in the Bombay Co-operative Societies’ 
Act when it was amended in 1948. Earlier, a similar provision 
had been made in the Bombay Agricultural Debtors’ Relief Act. 
We suggest that State Governments should consider the desirability 
of enacting similar legislation so as to induce the prompt repayment 
of crop loans given by co-operative societies. 

Apart from legal safeguards, the success of the crop loan 
system is to a large extent dependent on adequate supervision 


I RBport of the Agricultural Finance Sub^Committee^ 1945, pi.49* 
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and efficient arrangements for recovery. It vviJi be for the primary 
society and the central bank, together, to provide for both. 

11. In connexion with all types of short-term accommodation 
{including crop loans) at the primary' stage, one fairly general 
problem will be that of having to ' ration * the available funds 
when they fal* short of legitimate credit requirements. Such 
rationing should be in favour of the medium and small culti- 
vators. Thus, it may be arranged that, while the member whose 
holding is relatively small gets 100 per cent of his demand, the 
one with the larger holding gets only 60 per cent or 70 per cent. 
If the latter has a fixed deposit in the society he should, of course, 
in addition, be entitled to borrow against it, this facility being 
made available whether or not the loan against the deposit is 
for a productive purpose. 


12. Apart from crop loans, the primary agricultural credit 
societies may provide medium-term loans (for periods not ex- 
ceeding five years) for productive purposes to the extent of their 
owned resources, in the shape of paid-up capital and reserves, 
together with such medium-term funds as they are able to obtain 
from the central financing agencies. 

13. Agricultural credit societies may also supply the members’ 
requirements for crop production such as seed, cattle-feed, 
fertilizers and agricultural implements. Where suitable, they 
may also supply basic, but standardized, consumers’ goods (sugar, 
kerosene, matches, etc.) on the basis of indents or of established 
demand. We endorse the recommendations of the Fifteenth 
Registrars’ Conference (1947) that the Registrar may permit 
a society to resort to the system of outright purchase and sale 
(as distinguished from the ‘ indent ’ system) to the extent of twice 
the paid-up share capital, provided its size, financial strength and 
soundness of management permit. 

14. Subject to the fulfilment of certain prerequisites, especially 
the existence of arrangements for safe custody and proper valua- 
tion, selected larger-sized primary agricultural credit societies 
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may (as mentioned in the preceding chapter) issue loans on the 
pledge of gold and jewellery or against approved securities. We 
have elsewhere dealt with the functions of the larger-sized primary 
agricultural credit society vis-a-vis the specific types of consumption 
needs (marriages, illness, etc.) of the regular members as well as 
of others — handicraftsmen and labourers no less than cultivators — 
through the institution of a chit fund run by the society. 

15. The system of crop loans cannot be regarded as effective 
and complete unless integrated with co-operative marketing. 
There should, therefore, be a close link between primary agri- 
cultural credit societies and marketing societies. The primary 
society should finance its members on the, condition that their 
produce is sold through the marketing society with which it 
works in co-ordination. The primary agricultural credit society 
will act as agent for the sale of the produce to the nearest co- 
operative marketing society, assemble the produce of its mem- 
bers, supervise, and, if necessary, arrange for the transportation 
of the produce. 

16. Every larger-sized primary agricultural credit society should 
have a paid, full-time, qualified secretary who has, if possible, 
been trained under the scheme of the Central Committee for 
Co-operative Training. As recommended in the next chapter, it 
would be desirable for the State Government (in some instances 
the state co-operative bank) to have within its own subordinate 
cadre a nucleus of suitably qualified and trained persons who can 
be deputed — on the basis of ‘loan’ of services — to different 
societies. 

Prim'ary Land Mortgage Banks 

17. In those States in which land mortgage credit is yet to be 
developed on the co-operative basis, the central land mortgage 
bank will be the first to be organized, then ‘ sections ’ and 
branches in the districts, and last of all primary land mortgage 
banks. Local business and local response must be available 
before there can be said to be scope for the successful establish- 
ment of a primary land mortgage bank. 
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Primary land mortgage banks can play a useful part in matters 
such as examination of loan applications for improvement of 
land and in the supervision of the use of such loans ; prima facie, 
they can discharge these functions with more local knowledge 
and to that extent more effectively than branches of central land 
mortgage banks. For this reason, however slow their development 
on any extensive scale, it should be ensured that the develop- 
ment is not avoidably slow. Before organizing primary land 
mortgage banks, however, there should be a careful enquiry 
into the conditions of each area. The area of operations of a 
primary land mortgage bank should, on the one hand, be compact 
so as to enable it to maintain close touch with the borrowers and, 
on the other, not so small as to render the bank an uneconomic 
unit in relation to the volume of business available. State partner- 
ship in primary land mortgage banks should follow the same 
broad lines as that in the larger-sized primary agricultural credit 
societies. The Government contributions will be, for instance, 
in the form of an addition to the share capital of central land 
mortgage banks which will take up the shares of primary land 
mortgage banks. 

Grain Banks 

18. In the relatively undeveloped areas, especially those peopled 
by backward or tribal classes, the organization of grain banks 
should be undertaken by State Governments, and their running 
entrusted, preferably, to the co-operative department. Proper 
arrangements will of course have to be made for the management 
of these banks, in particular for the maintenance of accounts and 
prompt collection of grain loans. 

Primary Marketing Societies 

General 

19. We recommend that primary marketing societies should 
be established at either important mandis (wholesale markets) or 
at taluka centres (sometimes the two would coincide), as conve- 
nient. Before starting a primary marketing society, however, it 
is necessary to study the relevant conditions of the particular 
area concerned (c.g., marketable produce available, present 
arrangements for marketing, etc.). Thus, primary marketing 
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societies (as also co-operative societies for processing and for 
other important economic activities) should, to start with, be 
organized only in selected places, i.e., cautiously and with a 
view to assured success. Under the scheme recommended by 
us, there would be forthcoming from Government not only the 
requisite contribution to share capital to make the primary 
marketing society financially strong, but also an adequate provision 
of trained personnel for performing various technical functions. 

Membership 

20. It is necessary to ensure by positive State supervision that 
every marketing society at the primary level is so composed and 
organized and its affairs so conducted that the medium culti- 
vator certainly, and the smaller cultivator wherever possible, 
is ejBFectively represented in the organization and his interests 
adequately looked after by those in charge of it. 

Share capital 

21. Government shoxdd ordmaxily make a direct contribution 
to the share capital of primary marketing societies. This will be 
necessary because, in most States, district and apex marketing 
societies are either non-existent or inefficient. When these are 
established, or are operating efficiently (but not till then), the 
State Government's contribution could be channelled through 
them as in the parallel case of the co-operative credit structure. 
There should be a minimum share capital as also, by way of 
target, an optimum one. Government’s part of the share capital 
should commence to be retired after the optimum is reached. 
At all these stages there should be compulsory contributions to the 
share capital from the members of the society. Each such contri- 
bution should be related, as a percentage, to the turnover of the 
member’s sales through the society or, alternatively, to the size 
of the loan taken by the member (from, e.g., a credit society with 
which the operations of the marketing society or processing 
society are co-ordinated). 

Functions 

22. The main function of a primary marketing society will be 
to market the produce of its members. It may take up the functions 
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of pooling and grading and, in particular, also of processing 
wherever appropriate. For dealing with important crops such as 
cotton, sugar-cane, wheat, jute, groundnut, etc., in areas where 
they form the most important crops, it may be necessary to set up 
separate marketing societies crop-wise instead of region-wise. 
In other instances, however, a general marketing society should 
ordinarily suffice. At each centre where a marketing society 
operates there should be either a larger-sized primary agricultural 
credit society or a branch of the central co-operative bank, so 
that credit and marketing may be effectively linked. 

Regulated markets 

23. As mentioned in Chapter 27, as long as a regulated market 
continues to be managed as at present, i.e., by a market com- 
mittee etc., under the existing law, provision should be made 
for the nomination on the committee of one or two represen- 
tatives of the co-operative marketing and banking institutions, 
if any, of the locality. By a parallel arrangement, these should 
be on the advisory committee wherever the new arrangement 
comes into force, i.e., when the regulated market has been taken 
over by the AU-India Warehousing Corporation or a State Ware- 
housing Company. 


17 
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THE CO-OPERATIVE AGENCY 
(III PERSONNEL, SUPERVISION AND 
AUDIT): RECOMMENDATIONS 

With the State as the major partner in co-operative insti- 
tutions, it will be possible to rectify a very serious weakness of 
the co-operative movement, namely, a staff which, is generally 
inadequate, ill-qualified and poorly paid. It is obvious that the 
position is botmd to remain the same as long as each of a number 
of societies and banks, many of them weak and most of them 
unco-ordinated, has to find for itself its managerial, technical 
and other staff. 


Personnel 

2. Under the new arrangement it wifi, for the first time be 
possible, wherever needed, to have common cadres of different 
grades and technical qualifications. In other words, to the extent 
necessary, these cadres can be instituted by Government (or, as 
explained later on, by the state co-operative bank) as part of its 
own services and the persomel loaned to the different institutions 
which will now acquire a unity of structure under State partner- 
ship. The loan of services should be on terms which do not place 
an undue burden on the co-operative institution; e.g., leave and 
pension charges could be waived and, where warranted, a part 
of the salary itself met by Government. 

It is not our suggestion that existing personnel of co-operative 
institutions should be replaced extensively by persons belong- 
ing to the Government cadres. Well-managed institutions, with 
experienced and competent staff, should of course not be dis- 
turbed at all. Where the existing staff needs training, this should 
be arranged for under the scheme of the Central Committee for 
Co-operative Training. In suitable instances, some of the existing 
personnel could no doubt be absorbed in the Government cadres 
themselves (or, as the case may be, in the cadres of the state 
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co-operative bank). The problem really arises in respect of badly 
or indifferently run institutions, with ill-trained or incompetent 
staff, especially on the occasion of these institutions being re- 
organized tmder State partnership. It is in relation to contin- 
gencies such as these that we suggest the creation of an adequate 
pool of trained officials, partly for the State Government’s own 
needs and partly for deputation to co-operative institutions. 
In this matter, account wiU have to be taken of the needs of 
co-operative institutions, credit and other, to which it would be 
desirable to lend the services of trained personnel until such time 
as these institutions are placed on a sound footing and can 
commence employing their own trained personnel. In most States, 
however, this latter development is likely to take a long time and, 
meanwhile, the provision of trained staff especially for the key 
posts of the institutions is of the utmost importance. The loaning 
of personnel for some of these posts may, where appropriate, 
be the function of the state co-operative bank which accordingly 
wiU have to enlarge its own cadres for this purpose; but this 
would be possible only in the very few States in which the state 
co-operative banks are themselves well developed and efficient. 
Elsewhere, part of the trained staff of even the state co-operative 
bank, for important posts, will have to be provided by the State 
Government. For marketing, processing, etc., as distinguished 
from credit, the function of providing technical personnel will 
necessarily devolve on State Governments and not on state co- 
operative banks. 

We recommend that State Govermnents shotfld institute two 
broad divisions in their Co-operative Services, one ‘Adminis- 
trative ’ as at present, and the other ‘ Technical each composed 
of three cadres : Class I, Class II and Subordinate. The State 
Co-operative Administrative Service (Class I and Class 11) will be 
responsible (as it already is in many States) for carrying on the 
normal administrative duties of the co-operative dq)artment 
such as administration and audit. From the Subordinate Co- 
operative Service (Administrative) may be deputed selected 
officials to serve as secretaries of the larger-sized primary agri- 
cultural credit societies wherever that is necessary and feasible. 
The State Co-operative Technical Service (Class I and Class IT) 
will consist of specialized staff (e.g., financial advisers, managers 
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of co-operative banks, technical personnel connected with market- 
ing, industrial co-operation, processing, dairying, etc.) who can, 
where necessary, be deputed to serve in institutions above the 
rural base. The Subordinate Co-operative Service (Technical) 
will also consist of trained technical personnel, but they are meant 
for institutions at the primary level which require specialized staff, 
e.g., primary marketing or processing society. 

The training of all these Services should be organized by, or 
under the guidance of, the Central Committee for Co-operative 
Training, working in conjunction with State Governments. We 
recommend that these Services should be set up by the State 
Governments as early as possible. 

Co-operative Department 

3. The head of the Co-operative Department is the Registrar 
of Co-operative Societies. He occupies a key position in the 
administrative structure of the Movement. We endorse the follow- 
ing observations and recommendation of the Co-operative Plan- 
ning Committee: 

“He (the Registrar] should not only be a man of outstanding 
ability but should also be temperamentally suited for the work 
of running a popular movement of this kind. Before he assumes 
charge of the post of the Registrar, he should undergo a thorough 
training and should work for at least two years as Deputy or 
Joint Registrar. During the course of his training as well as 
during his tenure of office he should be allowed opportunities 
to study the working of the Movement in other Provinces and 
outside India. ... In view of the responsible nature of the 
duties of the Registrar, he should enjoy a hi^er status than he 
does at present ; in our opinion he should rank with the heads 
of such departments as Police and P.W.D. for general purposes. 
He should also have a longer term of office than at present. 
... his tenure should be for about ten years. As such a long 
term of office is likely to make the officer senior enough to be 
due for promotion to posts carrying higher emoluments, we 
recommend that he should be fully compensated for holding 
the post till the end of the term. 

‘ 1 * Report of the Co-operative Planning Committee^ 1946# p. 155. 
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It would be advantageous from many points of view if the 
subjects of Co-operation, Agricultinre and Cottage Industries 
(as well as Industries generally) were combined in one depart- 
ment in the secretariat of each State Government and placed 
in charge of a senior Secretary, who might also be Develop- 
ment Commissioner. The Registrar would then work under the 
Development Commissioner-cum-Additional Secretary, as also 
would the Director of Agriculture etc. It would be a further 
advantage if all the subjects mentioned were combined in the 
portfolio of one Minister. 

Supervision and Audit 

4. The present arrangements for supervision are for the greater 
part defective and unsatisfactory. 

Supervision should be invariably treated as the legitimate 
function of apex banks and central banks. They are well fitted 
for this role because of the intimate relations which may be 
expected to exist between them and the societies. Besides, as 
financiers of the societies, they have to safeguard their own 
interests and ensure the soundness of the operations and solvency 
of the societies. The criticism that the financier’s interest is likely 
to preponderate over the interests of societies which are to be 
supervised loses its force when the financing bank consists, as 
it should, largely of representatives of the societies to be supervised. 

In States where the co-operative movement is well developed 
we consider that the staff for supervision may be engaged by the 
state Co-operative bank itself. Elsewhere the supervisors should 
be appointed by Government as part of one of its cadres, and 
their services made available, on the basis of deputation, to the 
co-operative central financing agencies. In either case, provision 
should be made for an adequate number of supervisors. 

The recommendations made above also apply to personnel 
of higher grades, e.g., managers etc., of apex and central banks. 

5. One of the statutory duties of the Registrar of Co-operative 
Societies is to audit all co-operative societies once a year. The 
general complaints about the present arrangements for audit 
are that the staff is neither adequate nor well trained and that 
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tile audit is in several States heavily in arrears. The position, 
regarding arrears is particularly bad in certain States. Our 
recommendations regarding audit are as follows : 

1. Audit (along with ofiSlce inspection of co-operative 
organizations) should continue to be in the hands of Govern- 
ment. 

2. Where there is a Development Commissioner, the Chief 
Auditor of the co-operative department should be responsible 
to him and not to the Registrar. 

3. The existing audit staff needs to be considerably 
strengthened in most States. This requirement should be given 
a high priority. 

4. Co-operative institutions should usually, during the 
first few years of their existence, be exempted from payment 
of audit fees. The period of exemption should be specified in 
the rules. This recommendation is of special importance in 
regard to agricultural credit societies. 

5. For apex and central banks, big urban banks and other 
types of institutions with a large turnover, there should, as 
far as possible, be arrangements for concurrent audit. For all 
primary societies, there should be an interim audit (not as 
detailed as the final audit) at invervals of six months. 

6. Rectification of defects revealed by audit is seldom 
satisfactorily ensured. The audit section should arrange to 
verify periodically that the defects pointed out are being 
promptly rectified. 

7. A co-operative audit manual should be drawn up for 
each State. 

8. There should be uniform standards of audit classi- 
fication on an all-India basis in respect of different types of 
co-operative organizations. The existing standards are so 
varying as to cause a great deal of confusion. The Agricultural 
Credit Department of the Reserve Bank has, in conjimction 
with the Reserve Bank’s Standing Advisory Committee on 
Agricultural Credit, been attempting to evolve a uniform 
system of audit classification of co-operative banks. Some 
States have signified their acceptance of the standards suggested; 
These ^orts should be furtho^ pursued. 



31 


THE TRAINING .OF PERSONNEL: 
RECOMMENDATIONS 

O N few things will the success of the integrated scheme de|>end 
so much as on finding the right men and giving them the right 
training. The personnel we have to consider is that of (1) co- 
operative departments and institutions; (2) the State Bank; and 
(3) the All-India Warehousing Coiporation and its auxiliaries. 

Training Scheme 

2. As regards the first, we would rrfer to the scheme of the 
Central Committee for Co-operative Training, which consists of 
(1) all-India arrangements for training higher personnel; (2) 
regional arrangements for training personnel at the intermediate 
level; and (3) state-wise arrangements for training subordinate 
pOTSonnel. The aU-India centre for higher personnel wfil continue 
to be at Poona, but will provide training for a larger number than 
at present, viz., for 35 to 40 candidates every six months. .Thae 
will be spedal courses for some of the more important types of 
co-operative activity and organization. We approve of the ^sting 
policy of giving substantial concessions in the shape of exemp- 
tions from fees, grant of stipends, etc., and trust that State 
Governments and co-operative institutions will make the maximum 
possible use of the expanded facilities about to be made availa- 
ble. We also recommend that special courses should be provided 
without delay for co-operative banking and co-operative marketing 
(and processing), and, as soon' as possible after that, for the 
subject of industrial co-operatives as well. The syllabus for co- 
operative banking should include a special course in land mortgage 
banking. 

Right selection is even more important than right training ; 
and the manner of recruitment of proper candidates for rural 
work of this kind will no doubt be worked out by the Ceatml 
Govemmmt, State Governments and Public Service G>mmis- 
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sions in consultation with experts on the subject. As regards the 
training after selection, bearing in mind the need to provide for 
a positive rural bias, we would put forward the suggestion that 
the present period of training of six months in the all-India 
training centre should be preceded by at least three months 
during which the candidates are put through a special course of 
training at one or more rural centres, the course being so designed 
as to give them, among other things, a practical insight into 
rural surroundings, rural needs and rural problems. We also 
commend for consideration by the Central Committee the sugges- 
tion that each candidate should, after the period of formal training 
in the all-India centre, be attached to an efficient institution of the 
particular type (central bank, marketing society, etc.) he is 
expected to join after completion of training. 

It follows that we consider that, at the highest level, the period 
of training will ordinarily have to cover a whole year — a. three- 
months’ course at one or more rural, centres, six months’ training 
in the all-India centre (both general and special, the latter directed 
to the work he will have to do) and lastly another three months 
of purely practical training in an appropriate institution. 

Training for Teaching Staff 

3. We attach importance to the all-India centre providing 
training facilities for the teaching staff which is to be employed 
in the regional training centres and, to a certain extent, even 
that which will be engaged at the subordinate level of training 
in different States. Among the teachers for whom such training 
should be designed we include also those who are charged with 
imparting instruction in Co-operation to viUage-level and other 
workers in National Extension Blocks and Community Projects. 


Training of ‘Extension’ Workers 

4. We note that the Central Committee contemplates that there 
should in aU be some five regional training centres for intermediate 
personnel. Besides the one at Poona which has recently been 
eaponded, a new centre has been set up m Madras. The Com- 
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mittee hopes very soon to set up a third centre^ to serve the 
north-eastern areas and thereafter two more for the other regions. 
Some of the recommendations we have made above will apply 
mutatis mutandis to these regional centres. We recommend 
investigation by the relevant authorities, as well as by the Central 
Committee for Co-operative Training, of the question whether 
part of the training of ‘ extension ’ workers (as distinguished 
from that of their teachers), so far as such training relates to 
Co-operation, may not perhaps be best conducted at the regional 
centres, instead of at each of the 30 to 35 multi-purpose training 
centres established for training such workers. It is needless to 
say that at the regional centres, as at the all-India centre, due 
emphasis should be placed on a sympathetic approach to rural 
problems and on individual practical training for the particular 
job ultimately in view for the candidate. 


Special Courses etc. 

5. At the all-India centre particularly, and at the regional 
centres generally, we consider that part of the trainmg in co- 
operative banking should consist of a special course in com- 
mercial banking. A point to consider would be whether the 
Bankers Trainmg College can be of some use in this context, 
for example, by the provision of special courses of short duration 
to supplement the main course at the all-India centre. We 
recommend that this possibility be examined by the Central 
Committee for Co-operative Training. 

At the subordinate level, again, we would emphasize the need 
to train the candidates in the different aspects of the duties which 
will fall to be discharged by them in the pursuit of the programme 
of co-operative development envisaged in this Report. In any 
such programme, administration, supervision and audit are of the 
utmost importance, and it is clearly necessary that both general 
and special courses should be designed at aU levels so as to train 
the personnel (especially the personnel of co-operative departments) 
in these important aspects of co-operative organization. We 
would also urge the importance of the candidates being taken 


1 This centre has since been set up at Pusa in the Bihar State, 
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round to States such as Bombay and Madras, where the co- 
operative movement is relatively well developed. 

6. We definitely contemplate that the all-India centre and the 
regional centres will, in due course, cater not only for co-operative 
administration, banking, processing, marketing, cottage industries, 
etc., but also for the even wider variety of co-operative activity 
included in the First Five Year Plan which comprises co-operative 
far ming , consolidation of holdings, irrigation and so on. This 
larger objective should be kept in view in the selection of sites, 
designing of plans, etc., at the stage — ^which we hope will not be 
far off— when the all-India and regional centres are proposed 
to be housed in buildings of their own. It follows that both in 
respect of the present scope of training and the larger field which 
we hope will open out for these institutions, the Reserve Bank 
and the Government of India should provide adequate funds, 
recurring and non-recurring. The recurring requirements will 
doubtless exceed substantially the present provision of about 
Rs 10 lakhs per annum, of which half is contributed by the Reserve 
Bank (for higher and intermediate training) and half by the 
Government of India (for the training of subordinate personnel). 


Non-official Workers 

7. As regards the training of non-oflficial workers, we would 
stress the need for the Central Committee working in collabora- 
tion with the All-India Co-operative Union, and in order to make 
this possible suggest that the headquarters of the Union be located 
in Bombay, preferably in the same building as the Reserve Bank’s 
Agricultural Credit Department with which the Central Committee 
is intimately connected. Provided tide Union shows itself ready to 
collaborate on these lines, we recommend (1) that the Reserve 
Bank give every assistance in the matter of accommodation as well 
as of co-ordination of organizational machinery and (2) that the 
Central Government make more funds available to the Union 
for activities falling within its sphere. The most important of these 
will be the training of non-ofidcial members and office-bearers 
and educative propaganda for these as well as members of the 
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public. An aspect which needs special mention is the need to 
translate and develop basic co-operative literature and make it 
available in the regional languages. 

Bankers Training College 

8. Coming next to the Bankers Training College, we would 
emphasize that this iustitution — ^and others of its type, all-India 
or regional, which may later be established — ^will be of the utmost 
significance for that part of our scheme which is connected with 
the State Bank ; the proper training of the staff of the State Bank 
wiU be of great importance. Part of this trainmg may be common 
to the employees of the State Bank and those of other com- 
mercial banks which may make use of the College. But we 
recommend special courses, in addition, designed for candidates 
from the State Bank in order that they may be properly equipped 
for their semi-public functions as also for meeting the technical 
needs peculiar to them (e.g., management of currency chests). 
We would further recommend, as regards the employees of the 
State Bank, especially those who are to be agents at district head- 
quarter places, that they should be given a special course in 
co-operative banking at the all-India centre at Poona. Such 
‘cross-fertilization’ between commercial and co-operative banking 
will greatly increase the prospect of success of the integrated 
scheme. 


Personnel for Warehousing 

9. Finally, as regards the officers, supervisory personnel and 
certain other categories of staff of the All-Inffia Warehousing 
Corporation, State Warehousing Companies and co-operatives 
in charge of storage and warehousing, we would repeat our 
suggestion in Chapter 27 that special arrangements for their 
training should be made in co-ordination with the Bankers 
Training College on the one hand and with the Central Com- 
mittee’s training institutions on the other. 
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THE ROLE OF GOVERNMENT AND 
GOVERNMENT FINANCE ; 
RECOMMENDATIONS 

W E have elsewhere mentioned the weaknesses and strong points 
of Government finance from the point of view of the require- 
ments of a sound system of agricultural credit. In this chapter, 
we propose to advert to the suggestions we have already made, 
elaborate them where necessary and bring them together in 
appropriate sequence. 

State Governments 

2. We shall take up the functions of the State Government in 
relation to finance and credit for the agricultural producer, and 
start with such of these as we feel have only limited scope in the 
sense that they do not hold promise of effective development on 
any large scale or on a scale commensurate with the expenditure 
and administrative effort involved. It is necessary to be very clear 
in one’s mind as to the place which these functions should occupy 
in an integrated scheme, especially because of the strong advocacy 
which some of them have received from certain quarters and 
because of the analogy with the practice in foreign countries by 
which they are usually supported. An idea which has been put 
forward is that Government should aim at eventually buUding 
up a country-wide administrative machinery for the purpose of 
turning the non-creditworthy cultivator into a creditworthy person, 
not only by programmes of development such as irrigation for 
the improvement of his economic status, but also by a system of 
‘ supervised credit that is to say, by a species of * extension ’ 
service conceived on a very much larger scale than at present. 
We have already expressed the view that any large institutional 
development on the part of Government on these lines will be 
completely beyond its administrative and financial resources, 
besides being likely to defeat its own purpose because of its 
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concentration on instruction and enlightenment, where the real 
need is for promotion and reorganization of primary economic 
activity for the benefit of the cultivator. The recommendations 
we have made should, if accepted and carried out, have the effect 
of bringing an increasingly large section of cultivators into the 
fold of co-operative credit. This, in our view, holds out much 
greater promise of achievement than does an attempt first to 
divide the agricultural population of the villages, by the necessarily 
subjective criteria of the credit agency, into the dichotomy of 
‘creditworthy* and ‘non-creditworthy’ and then to bring the 
latter imder an elaborate apparatus of educative supervision, 
guided credit and individual sponsorship. Moreover, the cost 
of a programme on the lines we have suggested, large as it may 
be, will yet seem very modest when compared with that of 
nation-wide ‘supervised credit*. We should not, however, be 
understood as minimizing in any way the importance of the 
‘extension* work now undertaken in Community Projects and 
National Extension Blocks, still relatively small in the aggregate 
in point of coverage of area and population, but spread far and 
wide over different regions of the country. On the contrary, we 
regard extension as perhaps the most significant administrative 
development in post-independence India. It would, however, 
be futile to expect of it what it will inherently not be able to 
achieve, viz., the economic emancipation of the cultivator as the 
one step most needed today in any programme which aims 
at his lasting benefit. Briefly, we conceive as complementary in 
an essential sense — ^and not, certainly, contradictory in any sense — 
the role of extension work and the role of economic partnership 
between the cultivator and the State. For much the same reasons, 
we are not in favour, except in special circumstances such as we 
shall mention below, of the idea of ‘sponsored* co-operative 
membership of the so-caUed non-creditworthy. If there are two 
classes of members in a co-operative society, some of them 
sponsored and some non-sponsored, the co-operative society 
will have to develop two attitudes towards the assessment of a 
member’s repaying capacity; for those who are sponsored, it will 
look not so much to the capacity of the member to repay as to the 
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margin of guarantee available* This is likely to impair such 
method and efficiency as the society may possess in regard to 
the assessment of normal creditworthiness, 

‘Tag c Avr 

3. We then come to the main direction in which Government 
funds are now made available as credit to the cultivator. This 
is the system of taccavL We have elsewhere given details of how 
this system operates; it is so defective that there is no alter- 
native to its being considerably restricted. In the integrated 
scheme, we envisage the channelling of productive finance through 
the co-operative society. Further, we have recommended that 
Government should be the major partner in the co-operative 
credit system. It would be totally unnecessary and wasteful for 
Government to create, on the one hand, a semi-state credit 
machinery, through large-scale financial and adxninistrative parti- 
cipation, and on the other pursue independently a parallel line 
of credit activity in the form of taccavi, Taccavi should hereafter 
be strictly limited, subject to the transitional exceptions mentioned 
below, to periods of widespread distress such as famine, scarcity, 
floods and so on, 

4. At this point, we would consider the scope for co-ordination 
between co-operative credit and Government taccavL One con- 
text which needs to be mentioned arises when there is famine or 
distress. At such a time, taccavi assumes large proportions and is 
given to a much wider section of the population than usual. At 
the same time, however, a distinction is sometimes drawn bet- 
ween members of co-operative societies and others, and distress 
finance denied to the former on the ground that it is the business 
of their societies to finance them. While it is true that ordinarily 
taccavi should be confined to non-members, an abnormal situa- 
tion such as is created by famine has obviously to be treated as 
an exception to the general rule. On such occasions, no distinc- 
tion for purposes of taccavi should be drawn between members 
of co-operative societies and others. Another context which has 
to be mentioned is that of concessional taccavi which, for certain 
specified productive purposes, is provided by Government at 
s|)ecially low rates of interest. It often happens that co-operative 
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finance is given for identical purposes at rates of interest Mgher 
than those charged by Government, the reason being that the 
subsidy in eflfect offered by the State cannot be afforded by the co- 
operatives. On this subject, we endorse the following suggestion 
contained in a resolution adopted by the Bombay State Co- 
operative Council at its first session: 

“As far as possible, loans required for the agriculturist for his 
different short-term and long-term agricultural needs should 
be advanced at uniform rates of interest. Where, however, 
Government desires to advance finance for special purposes at 
concessional rates of interest, such concessional finance should 
be made available through co-operative institutions.*’ 

Relief and Guarantee Fund 

5. It is again in connexion with Government’s responsibilities 
in times of distress and emergency that we recommend the 
establishment of a State Agricultural Credit (Relief and Gua- 
rantee) Fund to be used in conjunction with the National Agri- 
cultural Credit (Relief and Guarantee) Fund which should be 
similarly instituted by the Central Government under the Ministry 
of Food and Agriculture with a minimum annual allotment of 
Rs one crore. Where irrecoverable arrears of debts due to co- 
operative credit institutions have assumed a magnitude which 
threatens the stability of the structure and provided the Ministry 
of Food and Agriculture is satisfied that such arrears have arisen 
from causes, such as widespread or chronic famine, beyond the 
control of the institutions concerned, the Fund of the Central 
Government can be utilized for the purpose of writing off such 
arrears; relief from this Fxmd may be made conditional on the 
State Government making a stipulated contribution for the same 
purpose from the corresponding Fund maintained by it. We 
suggest that the proportion to be paid in such a context by the 
State Government should be related to the financial strength of 
different State Governments. 

Special Contexts 

6. Apart from the ‘emergency’ category of credit responsi- 
bilities which a State Government has to assume in times of 
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famine or other form of distress, there are certain special res- 
ponsibilities which arise for Government in specific contexts and 
which may be regarded as exceptions to the general rule we have 
recommended of Government not attempting to induce co- 
operatives to lend by itself guaranteeing part or whole of the 
loans. To illustrate, three important categories would be : 

1. An area for which, in view of its very marked economic 
backwardness, a special plan of development, involving 
much more Government subsidy than usual, has been devised 
and is in operation; 

2. An area which is largely inhabited by backward tribes and 
for which a similar plan of development is in operation; 

3. An economically backward occupational class, when special 
policies of rehabilitation are adopted for their benefit (e.g., 
forest labourers when co-operatively organized and entrusted 
with the felling of forest coupes, on special terms, in 
elimination of the contractor). 

In certain limited and well-defined contexts such as these the 
State should take special responsibility and provide adminis- 
trative, technical and financial assistance for the benefit of the 
areas and classes concerned, including subsidies, guarantees, 
etc., where necessary, to the co-operative societies and the central 
banks or branches of state co-operative banks which in the aspect 
of credit are participants in these programmes of special develop- 
ment. The policy of guarantee would then relate to a whole class 
or a whole area and, within it, would not distinguish between 
individual and individual. 

Types of Guarantee 

7. Payments which may be necessitated as a result of certain 
categories of Government guarantee (e.g., guarantee to land 
mortgage banks in the context of the scheme of productive loans 
and the State Government’s guarantees in respect of short-term 
accommodation and medium-term accommodation provided by 
the Reserve Bank to state and central co-operative banks for 
agricultural purposes), should be legitimately payable out of the 
State Agricultural Credit (Relief and Guarantee) Fund. The Fund 
can also be drawn upon for payments of liabilities arising out of 
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any guarantees in respect of areas which are economically back- 
ward or which are inhabited by backward tribes. There is, however, 
one type of guarantee which should not be brought within the 
purpose of the Fund, viz., the guarantee in respect of short-term 
accommodation from the Reserve Bank for approved cottage 
industries. The scope and financial implications of the guarantee 
for cottage industries are by themselves so wide that they 
will require entirely separate arrangements for fulfilment of 
guarantee etc. 

Contribution to the Funds 

8. Two types of contribution to the State Agricultural Credit 
(Relief and Guarantee) Fund might be annual budgetary pro- 
vision by the State Government and part of the dividend earn- 
ed by the State Government on its share capital in the various 
co-operative credit agencies to the extent that such dividend is 
over and above a particular minimum such as 3 per cent. 

We have elsewhere referred to the Agricultural Credit Stabi- 
lization Funds to be created within the state co-operative bank 
etc. Our proposal is that the other part of Government’s dividend 
above the specified minimum (e.g., 3 per cent) should be ear- 
marked within the institution itself for contribution towards the 
Agricultural Credit Stabilization Fund of that institution. In 
addition, of course, there will be similar contributions to the 
Stabilization Fund from the dividend payable to the other share- 
holders (e.g., primary or other co-operative societies) in the state 
or central co-operative bank. This Fund will be co-ordinated, in 
the manner already indicated in Chapter 25, with the National 
Agricultural Credit (Stabilization) Fund of the Reserve Bank 
of India. 

Co-operatively Undeveloped Areas 

9. We have so far dealt with the functions and responsibilities 
of the State Governments in relation to special circumstances 
arising from famine, distress, etc., or from the economically 
backward character of specific areas or specific classes or from 
contexts such as the financing of land improvement by land 
mortgage banks. There is also the question, to which we have 
made incidental reference, of the arrangements to be made 
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directly by the State Government in those areas where the co- 
operative machinery is either non-edstent or is almost insigni- 
ficant. In such cases, taccavi for productive purposes is unavoi- 
dable. We would recommend in this context that two firm lines 
of policy be followed. First, the borrowers should, at the earliest 
possible moment, be encouraged to form themselves into a co- 
operative society by the adoption of a positive policy of co-operative 
development. Secondly, the policy of giving taccavi should be 
confined to distinct and compact areas and should not apply, 
for instance, to people within the territorial jurisdiction of a 
co-operative society who are not yet members of tMt society. 

State as Participator in Co-operation 

10. We shall now refer to the responsibilities of the State as 
participator in co-operative credit. Besides financial, technical 
and administrative participation, one specific liability of th® 
State Government would be in connexion with contributions 
to the Agricultural Credit Stabilization Funds (to be instituted 
by state co-operative banks, central banks, etc.) to which we 
have referred. As already stated, the financial contribution here 
would be by allocation to the Funds of part of the dividend 
earned by Government above, say, 3 per cent. 

In regard to co-operative economic activities other than the 
provision of credit, we have dealt elsewhere with the hr^rtant 
aspect of the State’s participation in primary economic activi- 
ties such as processing, marketing, etc. In these instances again, 
the State Government’s responsibility will be that of providing 
the requisite strength, financial, administrative and technical, 
to an organization in which the primary producer is himself 
represented and in which he takes an active part. We suggest 
that the whole of the dividend payable to Government on its 
share capital in these institutions should be funded by it into a 
State Co-operative Development Fund corresponding to the 
National Co-operative Development Fimd at the all-India leveL 
Thus, it may be drawn upon for making contributions to the share 
capital of co-operative marketing and processing societies. The 
contributions to this Fund would consist of the proceeds from 
this dividend and such annual contributions as the State Govern- 
ment naay be able to make. In view of the importance of this part 
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of the programme, we hope that the State Governments will set 
apart substantial sums every year as contributions to the State 
Co-operative Development Funds. 

Rural Labourer and Handicraftsman 

11. The next important item concerns the responsibilities of 
the State Government in regard to the economic activities of the 
village labourer and the village artisan, i.e., that part of the 
sector which is dependent on cottage industries, agricultural 
labour, etc. As regards the former, we commend to the notice 
of State Governments the efforts made by certain States to 
organize forest labour, labour on canal-digging, etc., into co- 
operative societies, some of which have shown definite promise. 
We envisage useful possibilities for such societies, provided here 
again there is adequate financial, administrative and technical 
participation by the State Governments. 

As regards the village handicraftsman, it is clear that the 
organization of cottage industries etc., for the purpose of pro- 
viding ancillary and supplementary lines of productive activity 
for the villager is of extreme importance. We believe that, in 
this matter again, the real solution lies in State participation 
in co-operative activity, such participation being financial, ad- 
ministrative and technical. Some suggestions on this are contained 
in Chapter 36. 

Central Government 

12. We have so far concerned ourselves in this chapter mainly 
with the functions and responsibilities of the State Government, 
but have also dealt with some of the corresponding functions and 
responsibilities of the Central Government as, e.g., in connexion 
with the National Agricultural Credit (Relief and Guarantee) 
Fund. It is not necessary to mention in any great detail here the 
other functions of the Central Government relevant to this 
context, since they are covered by Chapter 27 on the National 
Co-operative Development and Warehousing Board. Briefly, the 
more important co-ordinating functions of the Central Govern- 
ment arising from the integrated scheme will be exercised chiefly 
through the Board, and the finances will be made available through 
the National Co-operative Development Fund and the National 
Warehousing Development Fund, both set up under that Board. 
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THE PRIVATE CREDIT AGENCIES: 
RECOMMENDATIONS 

Under the two chapter headings of (1) moneylenders, triers 
and indigenous bankers and (2) commercial banks, we have 
attempted to assess the record of the private credit agencies in 
relation to the provision of agricultural credit. 


Moneylender 

2. The moneylender, including in that term all the mam varie- 
ties such as agriculturist and professional, tradmg 
trading, is today, as we have seen, responsible for much the 
larger part of the credit which the cultivator obtains. At a 
higher level, that is to say, in the town and m the city, both 
moneylender and trader tend to connect themselves up with 
the whole further ramification of indigenous bankers and cxm- 
mercial banks. All this emerges from what has already been 
depicted; our purpose in recalling it here is to enable a bne 
look again at this picture and then at the one since given of fte 
integrated scheme, in order that it may be judged whether Ae 
two can be fitted into a common frame. It seems to us that 
they cannot. It is certainly obvious that the mon^lender can 
be allotted no part in the schme, important or msi^cant, 
notwithstanding a dominance which today is overwheh^. 
Thus, it would be a complete reversal of the pohmes we have ^ 
advocating to give him a position in the co-operatwe ^^nlmg 
structure, when the whole object of attemptmg to develop and 
strengthen that structure is to provide a positive “®Jtutio^ 
alternative to the moneylender himself, something which ^ 
com^te with him, remove him from the forefront and put him 

^Wtot^wuld be an effective alternative for the cultivator woiffd, 
by the same token, be an effective rival from the point of vim 
J the moneylender. Many of the present malpractices of the 
moneylender are made possible by the absence of “S - 

tutional competition such as, we believe, will be provided by the 
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system recommended in these chapters. When such competition 
is organized, it may even be hoped that the moneylender’s 
usefidness will for the first time predominate over the less useful 
and more undesirable features of his present dominance over the 
rural scene. The remaining problem will be that of devising a 
scheme of control over the moneylender’s activities. This will have 
to be more realistic than can be said to be the case with the 
prevailing schemes of control under the moneylending legislation 
of different States. The following are among the important points 
brought out in the recommendations of the Agricultural Finance 
Sub-Committee in regard to a proper scheme of control over 
the moneylender: 

1. The need to fix the maximum rate of interest at a level which 
is not unduly low; 

2. The need to have a proper and adequate system of supervision 
and enforcement; 

3. The inclusion in the different Acts of a number of points 
which need to be provided for in any comprehensive system 
of control and supervision over the moneylender, e.g., 
registration and licensing of moneylenders, maintenance 
of accounts in a prescribed form, and limitation of the rate of 
interest.^ 

The three main items need further notice. First, the rates of 
interest prescribed in the different States should be reviewed and 
revised in a realistic manner. Secondly, the administrative arrange- 
ments should be reviewed for each State and adequate supervision 
ensured by the provision of the necessary staff, preferably under 
the Registrar of Co-operative Societies who, in Bombay for 
example, is also the administrative authority for supervision over 
moneylenders. Thirdly, it is suggested that there should be a 
review of moneylending legislation in different States in order to 
ensure that the provisions of their Acts adequately cover the 
various points mentioned in the Report of the Agricultural 
Finance Sub-Committee. 


Trader 

3. When co-operative marketing societies, financially and tech- 
nically strengthened in the manner we have suggested, begin to 

1 Report of the Agricultural Finance Sub-Committee, 1945, pp* 62-5. 
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offer him healthy institutional competition, the trader’s operations 
are likely to evolve into a form of activity less harmful and more 
beneficial to the cultivator. The trader, like the moneylender, 
will then fall into place, not indeed in the scheme itself, but in a 
role supplementary to it, as providing useful services to the 
producer along with the proposed system of institutional market- 
ing and finance. 

As regards the wholesale trade at the export end or at the stage 
immediately preceding retail distribution and consumption, we 
trust that the agencies concerned can be persuaded, or will be 
able to persuade themselves, to link themselves with the co- 
operative marketing societies, thereby enabling the producer to 
get the best possible price for his produce. For the wholesale 
trade and traders generally, for the forward markets, and for 
commercial banks, insurance companies and other financial 
institutions, one way which will be open for constructive parti- 
dpation in the scheme which we have outlined is to contribute 
to the share capital and direction of the All-India Warehousing 
Corporation. 


Commercial Bank 

4. This brings us to an important change which the successful 
fulfilment of the scheme can bring about in the significance of 
commercial banks to agricultural credit. If the storage and ware- 
housing programme is effectively carried out and, further, if that 
l^ves the needed stimulus to the proper grading of the more 
important agricultural commodities, commercial banks wUl then 
for the first time be able to lend substantially on such commodities ; 
and, also for the first time, they will have agricultural bills which 
will be negotiable and which the Reserve Bank can rediscount 
for them under section 17(4)(d) of its Act. 

The various suggestions which we have made in regard to 
the extension of the branches of the State Bank should result in 
a cheapening of the rates of remittance, which in turn should 
make it possible for commercial banks to embark on Imger 
branch extension themselves. Any idea that the State Bank of 
India, by a progressive increase in the number of its branches, 
is likely to compete with commercial banks and retard their 
e 9 q>ansion wiU be a thoroughly mistaken one. 
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Finally, if Government endorse and adopt a positive pro- 
gramme, such as is here advocated, for the development of rural 
credit, it may legitimately be expected that the commercial banks 
will not fail to orient themselves to the underlying policies 
and that the more informed and responsive among them will 
make a significant contribution to the success of the programme, 
especially that part of it which is connected with the financing of 
co-operative marketing societies, processing societies and similar 
co-operative institutions. In many cases, this will be very necessary; 
it will be particularly so in areas which the State Bank may take 
time to reach, but which may meanwhile happen to be served 
by one or more of the other commercial banks of the country. 

In the same context, we also hope that all the financial agencies 
we have mentioned — ^moneylender, trader, indigenous banker and 
commercial bank, as well as insurance companies, investment 
trusts and other financial institutions in urban areas — will respond 
to the need for supporting co-operative debentures, especially 
those of land mortgage banks, including the new land mortgage 
banks which we have suggested should be set up as a country- 
wide feature of credit organization. 
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RURAL SAVINGS: 
RECOMMENDATIONS 

Before considering whether rural savings can be better 
mobilized, it is necessary to ask among whom and to what 
extent they exist. No more than a broad indication is here 
attempted by way of answer to this question. For a detailed 
exposition of the Survey data on this subject, reference is invited 
to Volume I of the Committee’s Report. 

Survey Data 

2. We may first turn to those aspects of the cultivator’s expen- 
diture which may be regarded as relatable to his gross savings. 
Of relevance in this context is capital investment out of cur- 
rent income and past savings. The proportion of rural families 
who reported financial investment was significantly low; so also 
was the size of the investment. During the Survey year, invest- 
ment in the form of shares, deposits, etc., from owned resources 
amounted, on an average, to less than Rs 4 per family, barring 
2 regions where it ranged around Rs 10 per family. It was also 
observed that a substantial proportion of the total expenditure 
on such items of financial investment was, as a rule, accounted 
for by the topmost decile of the cultivators. For these, that is to 
say, for the big cultivators, the relevant proportion ranged from 
40 per cent to 90 per cent in most regions, whereas the medium 
cultivators accounted for less than 20 per cent and the small 
cultivators for hardly 5 per cent. 

The position was similar in regard to funds estimated to have 
been invested by rural families in lendings. On an average, the 
estimated lendings per family amounted to Rs 42. Recalling 
a distinction drawn in Chapter 11, we may also observe that 
average investment in the form of lending was, in general, 
larger in the monetized areas than in the regions of subsistence 
economy. In most regions the big cultivators, as lenders, accounted 
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m an average for about 30 per cent to 60 per cent of the total 
dues; the large cultivators (top 30 per cent) reported about 60 
per cent to 80 per cent of the dues; the share of the medium 
cultivators ranged between 10 per cent and 30 per cent, and that 
of the small cultivators was around 10 per cent. 

Some Important Considerations 

3. In view of the many suggestions for mobilization of rural 
savings that appear from time to time, it is in our view impor- 
tant to recognize some important considerations: 

1. The need to make rural savings possible (e.g., by econo- 
mic development and credit extension of the types we have 
mentioned) is much more important than to render rural 
savings available (by ‘mobilization’ of different kinds). 

2. To the extent they exist, rural savings are most likely 
to be rendered available where most seen to be used for rural 
needs. 

3. Rural savings fall so short of rural needs, that they 
must be supplemented from, not diverted to, urban areas. 

Co-operative Movement and Savings 

4, The encouragement of savings, one of the foremost aims of 
the co-operative credit movement, has also been one of its most 
intractable problems. Savings, it was hoped, would come through 
thrift; but thrift, it does not seem to have been quite realized, 
is a business-like quality of which the JQtrst implication is the 
existence of business. We believe that thrift will have meaning 
only if conditions pre-exist such as it is the objective of our 
recommendations to help to bring about. Moreover, no agency, 
co-operative or other, can hope for success in this context unless 
it is one which inspires confidence and evokes local interest. 
So far as the primary society is concerned, we have already 
recommended that it should, as far as possible, be reorganized 
as a larger unit. If it is so reconstituted, and if at the same time 
it derives strength from the central co-operative bank and other 
co-operative institutions with which it will be affihated, its ability 
to attract savings should be very greatly enhanced. 
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There are four specific ways in which the primary credit society, 
the central co-operative bank, the central land mortgage bank, 
and the marketing, processing and other societies, should be able 
not only to mobilize savings, but to do so on a much larger scale 
than hitherto, in the type of co-operative structure which we 
envisage in this Report. These are connected with the suggestions 
already made regarding (1) chit funds; (2) retirement of Govern- 
ment capital in co-operative banks etc.; (3) development of 
co-operative marketing, processing and other forms of economic 
activity ; and (4) co-operative debentures of land mortgage banks. 

Chit Funds 

5. With the adoption of a system of chit funds on the lines 
generally indicated in Chapter 19, it ought to be possible for the 
larger-sized primary credit society to attract and mobilize, in 
part, the savings of a much wider section of the rural popu- 
lation than the primary credit society has had occasion even to 
deal with so far, let alone dealing with them or with its own 
small membership in such a manner as to encourage thrift and 
savings. 

Retirement of Government Capital 

6. Another important way in which we consider that savings 
may be mobilized by co-operative organizations at the village, 
taluka and district levels is by the operation of the process of 
retirement of that part of their capital which is directly or 
indirectly subscribed by Government. This should be an important 
means of attracting savings from the members of co-operative 
societies, provided it is not, as a method, confined to credit 
societies, but is part of a system which extends to, and is in 
particular intended for, those other co-operative societies, at aU 
levels, which are concerned with processing, marketing, etc. 

Co-operative Activity Connected with 

Production 

7. The third way in which savings could be mobilized in the type 
of co-operative structure we envisage is through the association 



CO-OPERATIVE DEBENTURES 


267 


of the villager with economic activities connected with his own 
production. The scale of compulsory addition to share capital 
of marketing and processing societies, etc., should be suitably 
prescribed; it may, for example, be a percentage of the turnover 
of the transactions made through the society by a member or, 
alternatively, a percentage of the accommodation he may have 
previously obtained in the form of a loan from a connected credit 
society. In the aggregate, and as development on these lines 
proceeds, this should be an extremely significant way of mobilizing 
rural savings. 

Co-operative Debentures 

8. Fourthly, we consider that co-operative debentures hold 
out prospects of attracting rural savings in an appreciable measure. 
We have elsewhere recommended that the debentures of land 
mortgage banks should be varied in period so as to suit the 
conditions of the money market; we have also recommended 
that the Reserve Bank and the State Bank of India should take 
steps to encourage a market for such debentures. Further, we have 
made a suggestion, which we consider very important, in regard 
to the institution of an altogether new type of land mortgage bank 
debenture, namely, one intended for the rural areas. These ‘rural 
debentures* should, as far as possible, be for specific projects 
of development in which the villager is interested in different 
degrees, according as they are of direct benefit to him, or of benefit 
to ‘those with whom he shares a fellowship of interest because 
of their belonging to his district or region or State. These rural 
debentures should, as far as possible, be issued at the time of 
harvest and sale of crop when money is available with the agricul* 
tural classes. So also, in regard to period of repayment etc., these 
debentures should be so designed as to suit the requirements of the 
nuaJ investor. 

We have already stressed the need for a positive policy being 
followed by the Reserve Bank and the State Bank, in regard to 
the creation of an effective market for the debentures of land 
mortgage banks. We would suggest that the Reserve Bank should 
agree to give accommodation on debentures of land mortgage 
hanks as readUy as on other forms of acceptable security. 
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Remittance Facilities 

9. We would draw attention to the importance of remittance 
facilities in the context of mobilization of savings by the co- 
operative agency. We have recommended arrangements which 
imply considerable liberalization of remittance facilities. We 
hope that these will be extremely cheap as a result of a consi- 
derable increase in the number of currency chests with the 
establishment of the State Bank and its subsequent expansion j 
but we would go farther and recommend that in suitable areas, 
if not indeed everywhere, co-operative banks should be given 
free remittance facilities. The justification for this is indeed very 
great. In the structure which we have recommended, Govern- 
ment itself will be the major partner of the co-operative credit 
movement at several levels. It is only appropriate, in this con- 
text, that the co-operative credit system should be provided with 
the facility of free remittance. 

Government and Rural Savings 

10. We may next consider the role of Government in the 
matter of mobilizing savings from the rural areas. An effort has 
been made by some States in recent years to float loans for 
purposes specifically connected with projects of local develop- 
ment. We would emphasize the need for co-ordinating such loans 
with the co-operative and other loans needed for economic 
development in areas comprised in the State. Broadly, we would 
suggest that the State loans should be designed to mobilize 
savings from urban and semi-urban areas, rather than from the 
rural areas. These latter should be left to be drawn upon by 
land mortgage banks and co-operative societies for the purposes 
of production and for supplying to the private sector of agriculture 
that which is complementary to the funds needed by the State 
for its own effort in the public sector. 

‘Mobile Banks’ 

11. A suggestion which is made from time to time is that 
‘mobile banks’ should be maintained and run by commercial 
banks, as a means of tapping rural savings. We are^of the view 
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that any experiment of this kind should be strictly restricted to 
areas presenting no near prospect of development of co-operative 
credit. From such areas, again, we would exclude those which 
must be the special responsibility of Grovernment on account of 
their economic backwardness or of their being inhabited by 
backward tribes or classes. If, after that, any area is still left 
which is regarded as suitable for experimentation of the kind 
represented by ‘mobile banks’, it should be stipulated that the 
commercial bank should undertake to advance in that area, for 
agricultural and allied purposes, amounts not less than the 
deposits it collects from the area. 
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FOLLOW-UP, PUBLICITY, REVIEW AND 
RESEARCH: RECOMMENDATIONS 

It is an obvious truth that no big policies and no large pro- 
grammes of action based on those policies can sustain themselves 
for long on initiative, finance and personnel alone. This is so 
even if they are looked at purely from the point of view of 
organization, i.e., entirely apart from the political and social 
support without which they cannot be started or if started will 
soon disappear. Since many individuals and institutions will be 
involved, whose purposive and co-ordinated action alone can 
result in the successful carrying out of the policies and pro- 
grammes of the integrated scheme, there has to be constant 
exchange of knowledge and information as to the methods 
adopted, results achieved and experience gained in the promotion 
of the common aim with which all are concerned. Such exchange 
requires the proper organization of publicity. The assessment of 
each stage of performance reqtiires an adequate apparatus of 
review. The smvey and interpretation of all the factors needed 
to enable the formulation of further lines of policy, main and 
subsidiary, implies the suitably organized pmsuit of research. 
By and large, as among the different State and co-operative 
institutions, it is in the Reserve Bank clearly that much of the 
research in the sphere of rural credit should be concentrated. 
With regard to review and publicity, each Government and 
institution would have to make arrangements within its own 
sphere of the functions and responsibilities arising from the total 
scheme, but even here the residuary and co-ordinating respon- 
sibility has to be with the Reserve Bank. 

Follow-op of the Survey 

2. Thou^ anything comparable in scale to the present All- 
India Survey need not be repeated in the near future, there is a 
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need for a constant review — i.e.y a review to be kept up year 
after year— of all the main features of the credit situation in the 
rural sector. A suitable machinery for this purpose should be 
devised on the basis that it will be operated by the Reserve Bank 
in collaboration with the Central Government, the State Govern- 
ments and selected organizations, including research institutes, 
economics bureaux and universities. The recurring investigation, 
research and check-up for which this machinery would be res- 
ponsible should broadly correspond to the lines of enquiry pursued 
in the Rural Credit Survey. On the basis of the findings of 
continual expert investigations of this kind, policies and measures 
should be modulated to important changes in circumstances. 
Where necessary, special steps of prevention or remedy should be 
taken before any great mischief has been done. 

For the ‘ selected * districts of the Survey, ‘ District Reports ’ 
have already been prepared in draft form. A small section should 
be organized in the Division of Rural Economics of the Department 
of Research and Statistics of the Reserve Bank for devoting 
xminterrupted attention to further work on the drafts of the 
District Reports and bringing out speedily the pubUshable Reports. 
Besides the District Reports, individual statistical statements or 
research papers or other forms of embodiment of useful material 
should be brought out from time to time by the Division of 
Rural Economics. 

Future Lines of Publicity etc. • 

3. That brings us to the question of those requirements of 
sound organization which should govern the interrelations in 
the Reserve Bank between the different divisions and sub- 
divisions of functions represented by (1) collection, compilation 
and publication; (2) study, assessment and review; and (3) in- 
vestigation, analysis and research. These functions, to the extent 
they are at present exercised, are split up between the Agricultural 
Credit Department and the Division of Rural Economics of the 
Department of Research and Statistics. We may start by ignoring, 
for the moment, the existing organizational division, between the 
Agricultural Credit Department and the Division of Rural Eco- 
nomics, of the duties here relevant, and attempt an empirical 
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classification of the individual tasks involved. These may be 
said to be : 

1. Compilation of statistical material for publication of 
statistical statements and use by the Bank for decisions 
and policies ; 

2. Compilation of statistical as well as other material for 
publication of reviews on the co-operative movement and 
use by the Bank for decisions and policies ; 

3. Study of specific problems on the basis of such material 
for publication of ad hoc monographs on different subjects 
connected with the co-operative movement or use by the 
Bank for decisions and policies ; 

4. Study of Indian as well as foreign literature for bringing 
out monographs on different subjects of interest and utility 
to the Indian co-operative movement; 

5. Publication of ofiScial or departmental brochures ; 

6. Publications intended to influence wider policy, with especial 
reference to the co-operative credit movement; 

7. Publication of periodical bulletins ; 

8. Investigation, analysis and research, i.e., ‘ research ’ properly 
so called, properly organized, and properly directed in appli- 
cation to problems of practical importance; 

9. Publication of the results of such research. 

4. We are of the opinion that some of these functions need to 
be more clearly defined to itself by the Bank and more definitely 
related to the practical needs and implications of policies actually 
m operation or in the course of evolution and formulation. We 
would suggest the following main ways in which the scope and 
content, and to some eirtent the manner and detail, of these func- 
tions require modification. First, statistical and other material 
should be so compiled as to enable it to be judged whether effort is 
proceeding in conformity with policies decided upon by Govern- 
ment and, in particular, whether the benefit of the enlargement of 
credit and of co-operative economic activity is in fact reaching 
a wider range of cultivators especially at the middle or at the 
far end of the economic scale. Secondly, the statistics noiy 
collected by the Reserve Bank in the context of rural credit tend 
to be confined, by and large, to the co-operative credit movement 
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and do not cover details in regard to other agencies such as 
the Central and State Governments and commercial banks. The 
Reserve Bank should suggest to each agency, and persuade it 
to accept, the appropriate reforms in the mode and adequacy 
of the collection, compilation and presentation of information. 
Thirdly, research in rural credit and economics will have to be 
both better and more extensively organized in the Bank, just as 
it requires, in its actual working, to be more usefully and inti- 
mately associated with problems of practical importance. 
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OTHER MATTERS: ASSUMPTIONS, 
SUGGESTIONS AND 
RECOMMENDATIONS 

The residuary group of items included in this chapter differs 
in one important respect from our previous recommendations. 
The items themselves are intimately, some of them vitally, 
coimected with niral credit and with the success of any scheme 
formulated for the development of rural credit ; yet, they do not 
bear that relation to the actual scope of our enquiry which would 
enable, or justify, our classing them with oux more concrete and 
more detailed recommendations. Hence, when we do happen to 
make a ‘ recommendation ’ in this chapter, what is recommended 
is either a broad comse of action as seemingly appropriate or 
a particular line of enquiry as likely to be promising. In most 
cases, however, what we make are suggestions rather than recom- 
mendations. Finally, where the subject is of great importance, 
but too wide for even suggestions to be usefully made in the 
specific context of this enquiry, we merely state the particular 
assumption which underlies the integrated scheme and conditions 
its successful working. 

Agricultural Prices 

2. The best system of credit will suffer if prices fall sharply. 
Underlying all our recommendations is the important assump- 
tion that Government’s price policies will be such as to ensure 
the stability of agricultural earnings and therefore the stability 
of agricultural credit. It is no part of our task to go beyond this 
assumption and indicate the detailed features or even essentials 
of an overall economic policy which, besides other things, will 
provide for this important requirement. We will content our- 
selves with pointing out again, as regards price support, in the 
event of the need for it arising, that there will be, as part of the 
machinery of implementation, an important instrument of policy 
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in the widespread network of godowns, warehouses and storage 
accommodation, together with an organized structure of co-oper- 
ative processing and marketing, which will have been established 
all over the country if one of our main recommendations is 
accepted and carried out. The same is true of the reverse contin- 
gency of a policy of price control. To the extent that Government 
decides to seek to influence agricultural prices in either direction 
by itself entering the market on a large scale, the first and most 
important step in the operation is the purchase of the produce 
of the cultivator. In either case, obviously, there has to be an 
adequate administrative machinery ; but there will also be needed 
the sheer physical accommodation for storage of grain all over 
the country. 


Forward Markets 

3. On the subject of price fluctuation, there is a specific suggestion 
we would add to the assumption we have made as to policy. 
It concerns the role of forward commodity markets in the context 
of price variations as they afiect the cultivator’s produce. These 
markets have, in a legislative (though not yet in a detailed organi- 
zational or administrative) sense, been recently brought under 
some measure of State control on an aU-India basis by the passing 
of the Forward Contracts (Regulation) Act, 1952. We consider 
it important that an adequate enquiry should be conducted for 
ascertaining (1) the extent to which damage, if any, is caused by 
forward markets to the interests of the rural producer, and, if the 
damage is appreciable, what measures are needed to prevent it; 
and (2) whether these institutions can be so re-designed and 
controlled, as not only not to do harm to the cultivator (if that is 
the present position), but to be of positive benefit to him, in the 
context, especially, of his economic activities being reorganized 
under State partnership in the manner recommended in this 
Report. 

Famine Funds 

4. On one other aspect of price fluctuation, namely, its effect 
on co-operative agricultural credit and on the need therefore 
to malfft arrangements for stabilization of such credit, we have 
already made recommendations such as those connected with 
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the National Agricultural Credit (Stabilization) Fund in the 
Reserve Bank and corresponding Funds in the state co-opera- 
tive banks etc. For that stage of need where the remedy has to 
be relief to, and not merely stabilization of, the credit institution, 
we have recommended establishment of the National Agri- 
cultural Credit (Relief and Guarantee) Fund with the Government 
of India and of corresponding Funds with the State Governments. 
These steps which, as we have said, are conlSned to credit, should 
perhaps have as their logical complement similar steps designed 
to meet the wider economic dislocation caused by famine, flood, 
etc. There are of course Famine Funds in a number of States. In 
certain States at any rate, these Funds cannot be regarded as 
reaUy adequate. We therefore suggest investigation of the need 
(1) for increasing the State Famine Funds ; (2) for instituting such 
Funds in States which have not hitherto established them; and 
above all (3) for the Government of India to institute an adequate 
Central Famine Fund in order that individual States maybe helped 
by loans etc., to tide over the difficulties created by any acute 
or recurring conditions of famine or scarcity, or some grave 
disaster such as a severe and extensive flood. 

Crop and Cattle Insurance 

5. Crop failure, without being so widespread as to constitute 
scarcity, much less of course famine, may yet in a restricted area 
be as severe in its effects on individual cultivators or individual 
villagers. If State relief can mitigate the effects of the former, can 
some form of State insurance be divised to reduce the hardship 
caused by crop failure? The Co-operative Planning Committee 
observe. : “ Crop insurance in India in the present circumstances 
appears . . . beyond the scope of private agencies or co-operative 
organizations, ffistly by reason of the lack of reliable statistical 
data and secondly because of the inability of the peasantry to 
bear the incidence of its cost.” The Committee nevertheless go 
on to suggest that “some scheme will have to be devised in 
course of time to protect the agricultural classes from the risk 
occasioned by the loss of their crops . . . ”^ We ourselves believe 
that until the economic condition of the cultivator is first raised 

' Report of the Co-operative Planning Committee^ 1946, pp. 152*3. 
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by measures such as those we have recommended, technological 
devices against floods adopted on a wide scale, irrigation so 
extended that large tracts of the country are less and less dependent 
on rain and more and more on assured water supply, the vital 
problem of soil conservation tackled on a country-wide scale, 
and various other measures taken such as more effective protection 
against pests, the total amount of risk involved in crop failure 
in Indian conditions is so great, and the resources wherewith 
to cover that risk so small, that it would be unrealistic to think 
that any worth-while scheme of crop insurance can be initiated 
by the State anywhere in the near future. 

On cattle insurance too, the Co-operative Planning Com- 
mittee have made certain suggestions. They think that an 
experiment might be useful, and if successful could be extended; 
their recommendation is that the State should undertake the 
experiment to start with and the co-operatives last of all. Here 
again, it would be more realistic to concentrate on schemes for 
strengthening the veterinary departments of State Governments 
so that cattle epidemics are better controlled, as well as on 
schemes for breeding better cattle, organizing dairy co-operatives 
(which provide an incentive for such improvement), and so on. 

Village Roads 

6. Deplorably absent as a rule, and deplorably bad if and 
where present, these communications, absent and present alike, 
are most deplorable when considered as the hiatus which they 
in fact represent between field and market. It is the cultivator 
who pays for the lack of development ; the low priority assigned 
to this item is at high cost to him. We would suggest the allo- 
cation of large funds and the diversion of a large effort to the 
improvement of village roads and in particular the allotment 
of a bigb priority to those communications which connect the 
villages to their marketing centres. 

Transport Charges 

7. The features which we have just noticed may be described 
as characteristic of transport conditions as well. State-owned 
bus transport has begun to operate in varying extent in different 
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States ; but these buses have not yet taken up transport of goods 
and produce on any appreciable scale. There are large rural 
tracts which are not served by the railway system. We recom> 
mend that transport conditions should be reviewed in relation 
to rural areas. We would also suggest an immediate examina- 
tion of the rates which railways. State buses, etc., charge for the 
transport of the cultivators’ produce to the consuming areas, 
with a view to considering what reductions may be given effect 
to, without delay, in the rates now charged. 

A similar review, to the extent the State can influence the 
position, should be undertaken in regard to the rates charged 
by boat and steamer services wherever the sea and rivers and 
canals are the mmn means of transport. What we have stated 
above regarding roads in the rural areas also applies to bridges, 
ferries, etc., which in many tracts of the country are grievously 
neglected after construction or have never been constructed at 
all. We suggest that these too be taken into account in a more 
determined and much more adequately financed programme 
for the improvement of rural communications. 

In this connexion may be mentioned the existence of co- 
operative organizations for transport etc., some of which have 
been referred to by the Co-operative Planning Conomittee in 
their Report. That Committee recommended inter alia that co- 
operative transport societies should be encouraged, co-operative 
workshops set up for servicing motor transport and, in certain 
areas of the coimtry, transport by coimtry-craft organized, as 
far as possible, on a co-operative basis. We endorse these 
suggestions. 

Finance for Rural Industries 

8. The last category of items in this chapter concerns the 
important subject of finance for cottage and smaU-scale indus- 
tries in the rural area. We may consider the question of finance 
from the point of view of (1) cottage industries organized on a 
co-operative basis and (2) those not so organized. The latter 
present certain problems which are common to the whole sector of 
medium-scale and smaU-scale industry, urban as well as rural. We 
woid^jonly point out that the establishment of the State Bank 
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of India, with branches going down to the interior of the district, 
may prove to be of some assistance in devising institutional 
remedies for difficulties connected with short-term finance for 
these industries, just as the state financial corporations are likely 
to be of help to them for medium and long-term finance. Here, 
however, we propose to confine ourselves mainly to such cottage 
industries as are, or can with advantage be, co-operatively 
organized. To take the most important of the cottage industries, 
it may be said of the handloom industry that almost all the 
committees etc., which have investigated its problems of finance 
and rehabilitation have come to the conclusion that the most 
suitable way of reorganizing the industry would be the co-operative 
one. At this point, however, arise several difficulties, for it has 
been found that it is no easy matter either to get a large part of the 
industry, or a large number of the different economic and other 
stages and processes connected with it, into a co-operative form 
of organization. We would hazard the suggestion that, making 
allowance for certain obvious differences, many of these diffi- 
culties will be found to have a parallel in the problems we have 
studied in connexion with the organization on a co-operative 
basis of agricultural credit, agricultural economic activity, etc. 

9. Taking up first those difficulties which are special to cottage 
industries, as distinguished from agriculture, three main items 
are obvious ; (1) Cottage industries have to face the competition 
of larger, better organized and technically much more compe- 
tent manufacturing industries. (2) The market for cottage industries 
is much less assured than for the agricultural industry. (3) The 
other important special problem for many cottage industries 
is the finding of the raw material. 

10. Apart from these items, all of them grave and all of them 
important, the nature of the difficulties seems essentially the same 
for cottage industries as for agriculture when looked at from the 
point of view of the reorganization and rehabilitation of the 
industry on a co-operative basis. The main and still largely 
imsolved problem for co-operative cottage industry is, we suggest, 
the same that has been faced by co-operative agriculture, namely, 
how to make a combination of the very weak strong enough in 
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relation to the much stronger. Just as there is the money- 
lender in the sphere of agricultural credit, so there is the karkha- 
nadar for each important cottage industry, with the difference 
that he combines in himself the handicraftsman, and the financier. 
The karkhanadar is himself part of a wider system of private 
finance. It will be futile in the context of the powerful competition 
of the middleman, the master-weaver, the yam-merchant, etc., 
to hope that the weavers can, with mere administrative encou- 
ragement or (as seems to be now done) even the giving of loans 
for their subscribing to the share capital of societies, be able to 
form themselves into a strong co-operative organization which is 
able to compete with the other interests. It seems to us that the 
problems of the medium and small handloom weavers shotdd be 
sought to be solved on somewhat the same lines as we have 
suggested in respect of the medium and small cultivator. In other 
words. Government should enter as a financial partner, besides 
providing the requisite administrative, technical and other assis- 
tance. It is only then that it will be possible to get the weavers 
together into a powerful co-operative body which can hope to 
compete with the other agencies. What applies to handloom 
seems to us also to apply to other cottage industries ; we recom- 
mend its being examined, in relation to the more important of 
these, whether any real progress is possible without similar pro- 
grammes of State partnership and State participation. 

Capital and Credit Needs 

11. As regards credit arrangements, we have already indicated 
in some of the foregoing chapters that all sectors of co-operative 
credit, and not merely co-operative agricultural credit, should be 
included within the scope of the state-cum-co-operative credit 
institutions we have recommended, including the larger-sized 
primary credit societies at the base. The consideration that 
Government will be the major partner in these institutions is an 
additional argument for not attempting to establish a parallel 
credit structure either for co-operative cottage industry or for 
any other economic sector of Co-operation at any of the different 
levels involved. 

It is necessary to consider the credit needs in question from 
the point of view of the periods involved — ^i.e., short-term credit. 
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medium-term credit, etc.— and to examine the possibilities of 
co-ordination between the different credit agencies associated 
with Government which cater for different needs of this kind. 
In doing so, it would be convenient to relate our suggestions not 
merely to co-operative cottage industries but to the other rural 
industries, for example, processing of agricultural commodities, 
which we have recommended should be promoted on a state- 
cum-co-operative basis. The two categories, both of them rural 
and both of them co-operative, are therefore (I) co-operative 
agricultural industries such as processing, dairying, etc., and 
(2) co-operative non-agricultural industries such as handloom, 
leather goods, etc. We may consider, in respect of both these, 
the types of credit needs which exist and the types of credit 
institutions that are available. 

It is necessary to distinguish between two types of capital 
and credit requirements. First of aU, there is the need for block 
capital consisting of share capital and borrowed (long-term or 
medium-term) capital for setting up the co-operative plant etc. 
The second is the need for working capital, that is to say, capital 
for buying raw material, paying wages, and so on. As regards 
block capital, firstly we have recommended for agricultural 
industries (such as those for processing) that the State should 
put in the balance of share capital after the co-operatives have 
subscribed. For other requirements of long-term and medium- 
term capital we have today the state financial corporations in 
some States, together with the prospect of their being established 
in many of the remaining States. We suggest the desirability of 
the state financial corporations adopting a positive policy of 
assisting by loans the development of co-operative agricultural 
and industrial enterprises, so long as these are in and for rural 
areas. The state financial corporations are not, as a rule, designed 
to give short-term credit and, therefore, the need for working 
capital must ordinarily be met from other institutions. 

For working capital, it is to the state co-operative banks, 
central banks, etc., that these industries should turn. Industrial 
co-operative banks would not only be a duplication, but are 
likely to be a weak and unnecessary duplication. This implies a 
positive obligation on the state-cum-co-operative credit structure 
we have suggested. The structure (or the State on its behalf) 
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should recruit and train the technical staff necessary for dealing 
with agricultural, cottage and small-scale industries in relation to 
their short-term, and in some degree their medimn-term, credit 
needs. It wUl be needless for each of the different kinds of insti- 
tutions we have been considering, especially where they are in the 
same State, to attempt to build up ah the different types of 
technical personnel itseslf. There should be considerable co-or- 
dination and exchange of part-time services of technical personnel 
between these institutions, e.g., between the state financial 
corporation and the state co-operative bank. 

Reserve Bank Finance 

12. If proper provision is made for the technical and financial 
assessment of the borrowing industrial units, and if sound busi- 
ness methods are evolved by the co-operative banks when dealing 
with such units, we believe that, for the more important cottage 
industries at any rate — and these we hope the Reserve Bank will 
put in its approved list for the purposes of section 17(2)(bb) of 
its Act — ^there might be envisaged a reasonable supply of short- 
term finance from the Reserve Bank as well as by the mobilization 
of such local and other resources as may be open to the co- 
operatives. 

It is clear that, in this field, there is considerable scope for 
planning and co-ordination and that the Reserve Bank, the 
state financial corporations, the industrial co-operatives and the 
co-operative credit institutions will have to work in close con- 
junction. We recommend that, so far as the development on 
the credit side of these industries is concerned, the Reserve Bank 
should play an active part, and assist not only in establishing 
sound practices and conventions, but also in promoting the 
requisite forms of co-operative organization at the different 
levels. 


Problems for Investigation 

13. These, of course, are no more than broad suggestions. The 
planned provision of different types of finance for cottage indus- 
tries, which can only be in conjunction with a planned programme 
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-of development of those industries, wiU require tiiorough investi- 
gation by a competent body before a scheme of credit for cottage 
industries, co-ordinated with that for co-operative agricultural 
credit, can be worked out in detail. Thus the whole matter m 
credit arrangements for cottage industries should be enquired 
into, after taking into account the lines indicated by 
venture to say that unless the more fundamental aspects of the 
problem are re-investigated in the light of an analysis analogous 
to that which we have attempted in this Report in respect of 
agricultural credit, there is some danger of the more supertcial, 
more orthodox and more conservative solutions tenchng to be 
adopted and its being found eventually that no real impression 
has been made on the problem. 


State Partnership 

14 We have already stressed the importance of the differences 
between cottage industries on the one side and ^ 

the other in regard to arrangements for marketing for jo- 

-curement of raw material. Here again, the J “ 

.development might turn out to be that of ^^tabhshment of stafo- 
partnered co-operative institutions covenng each of “Ofe im 
^rtant aspects of the rural economic ^^ivity ^onn^^ the 
particular industry. A few developments are m fact taking pla 

the ese,bhsbme.. ot a ».op^ve tpmnmg 
mill, with active State help, at Guntakal in the Andhra State. 
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APPROACHES TO THE LARGER 
PROBLEM: CONSTITUTIONAL 
AND OTHER OBJECTIVES 

I N the foregoing chapters we have viewed rural credit as much 
more than a technical problem of restricted significance. If our 
analysis and proposals have validity in the context of the wider 
interpretation we have put on the problem, they must also fit 
into the even larger context of the total task before the country 
and be equally valid in relation to the main approaches to that 
task. The principal objectives of such a task may be derived 
from the Constitution which the nation has adopted for itself. 

Weaker Classes 

2. One of the foremost of the objectives of the Constitution is 
the welfare of the weaker sections. The medium and small culti- 
vator, the agricultural labourer, the village handicraftsman, the 
small-scale industrial worker, the industrial labourer, the small 
operator in industry and transport and the lower middle class — 
all these share three significant characteristics which justify a 
prior claim on the attention of a democratic and planning State : 
they are numerically large, economically important and socially 
disadvantaged. To these must be added, as another special concern 
of the State, the backward classes and tribes whose degree of 
disability, both social and economic, is so great that the Consti- 
tution enjoins it on the State to pay them special attention. In 
aU or most of these cases, neither legislation nor mere adminis- 
trative and educational efforts, however extended, will by themselves 
help to solve a problem of welfare which essentially arises from 
grave disadvantages which are rooted in past development and 
have become part of the socio-economic structure of the country. 
If this statement is correct, then it has to be assumed that the 
future plan will embody measures for the diminution and 
eventual removal of these disadvantages; it may further be 
assumed that such measures, since they will otherwise fail of 
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their purpose, will be concerted, nation-wide, state-sponsored 
and to the extent necessary, state-financed. Of a plan which is 
based on such an approach to this important aspect of the total 
problem and which embodies such measures, we submit that the 
proposals made in this Report in the more restricted context 
largely of the medium and small cultivator and partly and inci- 
dentally of the handicraftsman, rural and urban, will be found to 
constitute a logical, necessary and integral part. 

Co-operative Commonwealth 

3. This proposition may be put in a different form with special 
reference to the rural population with which we are concerned 
in this Report. India has set before itself the ideal of a Co- 
operative Commonwealth. There can be no commonwealth without 
wealth for the common man. The common man of India today, 
as well as of tomorrow and of the day after, belongs to rural 
India. Predominantly he resides in rural India. Even where a 
lop-sided economy has in appreciable number drawn him to the 
big cities and enlisted him in the ranks of industrial labour, 
his heart and his interests continue to be in rural India. The only 
plan that can restore vitality to the rural economy and, on that 
vitality, build up the future prosperity of the common man is 
one which, as the first condition, imparts strength to both agri- 
cultural and rural industry. Only then, and in that process, will 
conditions have been brought about for the well-being of the 
common man, and, therefore, for the realization of a common- 
wealth. The process should, and with wisdom and determination 
can, be that of Co-operation: Co-operation, not merely in the 
narrower technical sense in which it has completed fifty years of 
existence in this country, but in the much broader conception 
of it as the purposive union of all the forces which work for the 
common good and, in particular, the Co-operation which joins 
together in a common purpose the united strength of the Indian 
village with the united strength of the Indian State. 

Private Enterprise and Planning 

4. It is not only the institutions of the State and of Co-opera- 
tion that have to work conjointly if such an approach is to be 
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successful. The more important institutions and the niore powerful 
individuals in the sector of private economy will either have to- 
participate in the pursuit of the common objective or be induced 
to subserve that end by aU constitutional means available. An 
economy which seeks planned development may be mixed in 
composition; it cannot afford to be heterogeneous in purpose- 
The profit motive may be given its due place, but not the attitude 
which may be expressed in the words: “You make the plans 
and we make the profits.” For, unfortunately, it soon happens, 
in the absence of conformity of purpose, that the plans mterfere 
with the profits and the profits interfere with the plans, so that 
both the parties interested — ^the Government and the private 
entrepreneur-begin to protest. What is, therefore, reqijed is 
the recognition of the fact that it will be much more sensible for 
the two to come together in a spirit of reasonableness and a^ec’ 
in common to the limitations on both, with perhaps an under- 
standing that, where there is a doubt, the benefit of it will be given 
to the plans. 


Rural-minded Development 

5. We have elsewhere observed that, in the conditions of this 
country, the problem of rural credit is in reality one ol rural- 
minded credit, itself a part of rural-minded development. In the- 
enlarged context, what is needed may be said to be no less than 
a revolution of psychology: one which amounts to the rural 
orientation of all the forces that count in the country s gover- 
nance and in the ordering of its economy. Not only Govern- 
ment nor Government and Co-operation, but Government 
Co-operation and the more powerful institutions of finance and 
commerce must be brought together in a common purpose for 
the creation of conditions in which betterment is possible tor 
the weaker sections of a population which in great measure 
belongs to the viUages of the country. The need for sympathetic, 
purposive and uninhibited contact between those who wield 
governmental and finandal power on the one hand and the vast 
number, on the other, who are virtuaUy cut off from the purview 
of the administratively powerful and the financially strong was; 
at no tim^ fo much a pre-condition of national prosperity as now. 
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in view of the terms in which that prosperity has begun to be con- 

ceived after the nation has become independent. 

Conflicts and Loyalties 

6. To the socio-economic problem which today confronts the 

country, the approach has necessarily to be constructive and 
constitutional; and if only for this reason — ^there are others such 
as, for example, are pertinent to the Indian tradition — the approach 
of violence and class conflict and of * revolution’ in terms of 
these two, is of course a priori excluded from consideration, but 
the gigantic constructive effort which this imposes on the State 
as well as the people and their institutions is the reverse of 
inaction, laissez-faire and lack of concerted purpose. All the more 
is it necessary, in such a context, to devise positive institutional 
modes of approach which, among other goals, lead to the resolution 
of conflict and mitigation of caste and class disparity, and the 
promotion of new factors of unity across the older divisions. 
In the village itself, nothing is so important in this context as to 
build up a new loyalty of production — of common economic 
effort in the widest sense — across the loyalties of caste and the 
disparities of riches, influence and economic privilege. If the 
cultivators of the village, medium and small included, owned, 
if need be along with the State, the rice mill to which the harvested 
paddy was taken, if they converted their sugar-cane into sugar 
in a factory which was co-operatively organized for them, if they 
were effectively served with both credit and marketing services 
by a rural co-operative society working in co-ordination with a 
co-operative marketing society at the erstwhile mandi and if in 
gradual process they combined to consolidate their holdings, or 
to organize a co-operative farm which reduced their expenses and 
increased their yield — ^in all these ways would be brought about 
a new sense of participating in common effort for the common 
benefit together with a new feeling of fellowship for those who 
shared the economic function, but not necessarily the caste, in 
common with themselves. In this new context, the association 
of the producer would not merely be with other producers, big 
or large, medium or small, but also with the State through their 
local representatives, i.e., the officials serving in the department 
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or deputed to the society with whose guidance and amance, 
together with the assistance of the finances made available by 
Government, the conditions and disparities of the older order 
could be made gradually to disappear. Only out of such asso- 
ciation, socially and economically beneficent, with one another 
and with the State, would be bom that enthusiasm for develop- 
ment which is recognized to be absent today in most villages 
in India despite large-scale efforts on the part of the Adnmis- 
tration to improve the lot of the villager. The recognition of the 
planning authorities that, for the next phase of the plan, fte 
4 es i gri of development should be ‘from the village upwmds 
is itself evidence of the need to enlist the active interest of the 
villager in those measures for his economic benefit which toda.y 
have failed to rouse him to whole-hearted participation. This 
want of enthusiasm is a measure not of the smallness of govern- 
mental effort but of the vastness of the socio-economic dispanty 
which the villager senses to be the main fact which conditions 
his life and which the policies and programmes of Government 
are seen by him to have left entirely unaffected. If, then, an 
approach is. embodied in the next plan, which first and foremost 
seeks to mitigate these disabilities by institutional means such as 
we have suggested in the form of state-partner^ co-operatives 
for the rural producer, our recommendations in the narrower 
context may be said to fit into a wider approach of this kind. 


Planning and the Village 

7. An extremely important aspect of such an approach, in so 
far as the cultivator is concerned, is obviously the creation of an 
organization within the viUage which can be entrusted with the 
programme of production and other economic activities designed 
for the village as part of the bigger programme in the agricultural 
sector of the plan. The search for such an organization may be 
said to be one of the main preoccupations of the Planning Com- 
mission. If the analysis presented in this Report has some validity, 
the opinion may be hazarded that in most villages neither the 
panchayat nor an ad hoc committee would be an appropriate 
organi^tion for being entrusted with this part of the task. Both 
these are likely to rqiresent precisely those elements in the 
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village which, by and large, operate against the interests of the 
middle and small cultivator. Here again, the more realistic 
approach seems to us to be to promote in the first instance those 
conditions which are necessary before such an organization can 
function successfully in the village in the context of better farm 
production and better farm business. For fulfilling this prior 
requirement, the effort on the part of the State has to be a deliberate, 
concerted and nation-wide economic endeavour in combination, 
on a co-operative basis, with the weaker elements in the agri- 
cultural population itself. By and large, it is only State parti- 
cipation of this magnitude and direction that would constitute 
the needed approach. 
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ASPECTS OF THE LARGER PROBLEM : 
PLANNING AND ADMINISTRATION 


The programme of development outlined in this Report — the 
development of co-operative credit, of co-operative marketing, 
processing and other economic activity, and of rural banking 
in order to facilitate the other two types of development — is 
concerned with the two main classes of rural producer: with the 
cultivator mainly, and with the handicraftsman incidentally 
In the context of future planning, it may be assumed that, for 
the first, there will be an even bigger programme of agriculture 
production; and for the second, a large-scale programme for 
the development of cottage industries. For both, it may be 
further assumed that the next phase of the programme will be 
governed by the announced concept of planning upwards from 
the village. Mention has been made in the last chapter of the 
search for a suitable body inside the village which can take up 
and pursue a programme of agricultural development in which 
all the cultivators of the village can participate. This search for 
an appropriate village organization is symbolical of the wider 
effort to convert the present more or less superimposed pro- 
gramme of economic improvement into something more in the 
nature of an organic development from within the village itself. 
From what point or nucleus shall this body of villagers be built 
up: from non-existent co-operative society, national production 
council, factious panchayat or, ignoring all these, from just an 
ad hoc committee in the village? The problem has not been 
solved because it is largely insoluble in present conditions. The 
search, as already indicated, is for something which can only 
emerge if the conditions requisite for it are first created by a 
state-partnered programme which, among other things, includes 
important aspects of agricultural economic activity besides credit 
far^ties for that activity ; it will not materialize as the result of 
any mere programme for-extension, supfervision and administration. 
In the sphere of rural industry, the new plan will come up, not 
only against a combination of all these obstacles, but in addition 



ADMINISTRATION 


291 


the fundamental difficulty of promoting and sustaining small 
units of production which, in respect of most of the types of 
goods they produce, will be confronted with the competition 
of the much larger units of urban industry which are both better 
organized and, in their technical aspects, more advanced and 
progressive. It may be assumed that this effort will nevertheless 
be made and the needed lines of development formulated in the 
programme for the second five year period. About the supreme 
importance of such an effort there can be no doubt, for it will be 
directed towards the fulfilment of a vital requirement of both the 
unemployed and the tmder-employed in the rural area, whether 
cultivator, handicraftsman or labourer. Indeed, the accord of 
priority to rural industry over most forms of urban industry is 
already implicit in both Plan and Constitution. 

Administration 

2. Besides Planning, an important aspect of the larger context 
with which we are concerned, by reason of the bearing which 
it has on our recommendations, is Administration. We have 
elsewhere made various suggestions which come under this head. 
From the standpoint of a programme such as is here envisaged, 
the reorganization required in respect of the co-operative depart- 
ments alone will be considerable. But the administrative problem 
in the larger context, in so far as it has relevance to co-ordinated 
programmes of national development of which this may be 
regarded as a part, is much wider than reorganization of co- 
operative departments or the training of the personnel of those 
and othffl" departments and institutions. The particular items 
to which we propose to confine our brief remarks in this chapter 
are : (1) the selection and training of the personnel concerned 
with such programmes ; (2) the effectiveness of implementation 
as ensured by supervision ; and (3) the wider question of re- 
organization at different levels in the context of development. 

Responsiveness 

3. As we have already emphasized, not only the training but 
also the recruitment of the personnel will have to be looked at 
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from the point of view of the new functions. Thus, a capacity 
for sympathy, understanding and responsiveness, in the sense 
in which we have used those terms in relation to the rural environ- 
ment and to the needs of different rural classes, should be among 
the qualities to which importance should be attached in recruiting 
new candidates. To the extent that official attitudes are rigid, 
unresponsive and unimaginative, they will staltify progress in 
every one of the directions envisaged. In particular, they will be 
fatal to the objective of evolving state-partnered co-operative 
institutions, especially at the rural level, into fully co-operative 
institutions at the earliest possible stage. 

Honesty and Efficiency 

4 Besides sympathy and informed responsiveness, two im- 
portant requirements are obviously honesty and efficiency. On 
Se latter it is needless to dwell. There is evident in India toda^y 
a sad lack of honesty in different degrees and at different levels 
of administration and governance. In a programme for the 
positive economic benefit of the weaker, in conditions in which 
certain sections of the rich and the powerful wiU ever be interest- 
ed in the failure of the programme, it is more than ordmardy 
necessary that the strictest honesty should be enforced and dis- 
honesty punished. 


Supervision 

5. On the need for ensuring by efficient supervision that there 
has been actual implementation, we would observe that there 
are two big illusions in India which too often take away people s 
thoughts, often involuntarily, from the realities of action and 
effect These are the legislative and administrative illusions. 
Ugisiation says, ‘This shall be done’, and after such inteml 
as may be dictated by propriety, expediency or sometimes sheer 
inefficiency. Administration anwers back, ‘ That has been done . 
While Legislation and Administration thus proceed from one 
exchange to another, the old reaUties often continue their form^ 
sway In the context of development, the failure to translate into 
admMstrative reality what has been laid down as gov^nmental 
IpoBi^ would vitiate all programmes except on papa:. IBe utmost 
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importance should therefore be attached and the strictest stand- 
ards of efBciency enforced in the execution of policy, and in 
the supervision of execution, at all levels. 

Rural Needs AND Administrative Reforms 

6. Considering the problem of administrative reform in the 
extended light of the analysis and proposals contained in this 
Report, the most important needs may be said to be these. 
There is first of all the need for Government to make its admi- 
nistrative role in the village more and more that of a beneficent 
authority and less and less that of the tax-gatherer which, for 
the most part, it has been till recently. Secondly, again in the 
village, there is the need for Government to assume the function 
of real partnership in economic development — especially of the 
middle and lower groups — ^and not merely that of administration 
on the one hand or of advice and ‘extension’ on the other. 
Thirdly, there is the need not only to simplify development 
administration at the village end, as in National Extension Service, 
but also to achieve effective co-ordination between (1) the different 
administrative agencies of development, including that of local 
self-government and (2) those agencies and the machinery of 
basic administration. A large field remains to be explored in 
connexion with the more effective association of the local bodies 
of administration— pancAayars, local boards, etc. — ^with local 
projects of planned development, e.g., those relating to minor 
irrigation, no less than roads, public health or primary education. 
As for the other and much needed co-ordination between the 
agencies of development and of basic administration, the proper 
line of reorganization would seem to be that the Collector himself 
should become the Chief Development Officer of the district and 
so too, in their respective jurisdictions, the sub-divisional revenue 
ofificials ; whereas, lower down, the subordinate revenue officials 
should have a more restricted and specialized role than at present, 
the ‘ general ’ functions they now exercise being passed on progres- 
sively to the appropriate developmental staff. There will then 
be a transformation of the old order rather than the introduc- 
tion into it of miscellaneous and inchoate sub-strata as at present 
or the replacement of it altogether by a wholly untried new order. 
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At a higher level, in the secretariats of State Governments, a 
tentative line of reorganization, which suggests itself (for the 
bigger States at any rate), is that the Chief Secretary should be 
assisted by two additional Secretaries (or other top-ranking 
secretariat ofiBcials), one in charge of basic administration in its 
more general aspects (such as organization and methods) and 
the other in charge of aU items of development which are of 
importance to the rural area and of other items intimately con- 
nected therewith, the main subjects thus co-ordinated at the very 
highest level in the secretariat being (1) Agriculture ; (2) Co- 
operation; (3) Cottage Industries; and (4) Industries. The main 
requirements are that, for purposes of formulation and adminis- 
tration of policy at the State secretariat level, Co-operation should 
be treated as an organic part of ‘ rural development ’ in all its 
main aspects ; that administration of that development as a whole 
should be intimately co-ordinated with basic administration; 
and that the two together should be placed at the highest point of 
responsibility and co-ordination in the secretariat. An adminis- 
trative arrangement which effectively provides for these require- 
ments seems essential for the effective pursuit of a programme 
of rural development which includes, among other things, schemes 
of the nature and order we have recommended for the fostering 
of co-operative credit and co-operative economic activity in the 
rural areas. 
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CONCLUSION 

There are two main facts about India : religion and poverty. 
It would be as foolish to ignore the one as the other. No endea- 
vour that is great is likely to succeed in India unless the springs 
of action are derived from the living fount of religious feeling. 
No aim of the State in India can be so great as the abolition of 
poverty. In the pursuit of this aim, everything wiU fall short of 
success which gives only lip recognition to India’s spiritual traditions 
and lip sympathy to India’s poverty. There are signs today that 
not only the political consciousness, but the much deeper and 
more abiding spiritual awareness, of the country has been stirred 
to action by the distress and the inequality which have resided so 
long in its thousands of villages. Of extreme importance to India 
is the question whether all forces of enlightenment, spiritual, 
religious and social, no less than political, administrative and 
technical, will come together in a common pursuit, both informed 
and determined, of the economic good of the country. 

Any considered thesis concerning rural credit in India cannot 
help being in essence, though not in detailed exposition, a part of 
a much larger thesis concerning the economic good of India. 
This is inevitable because rural credit, seemingly both narrow 
and technical as a subject of enquiry, is in reality neither of these. 
In extent, it is as wide as rural society, which means practically 
as wide as the Indian nation. In content, it embraces all economic 
activities and purposes as they affect rural society, for credit is 
only a layer of such activities and has organic purpose only in 
so far as those activities have an organic purpose. Assuming this 
larger purpose to have the twofold aspect of achieving wealth 
and securing its equitable distribution, a programme of rural 
credit becomes inseparable, in its underlying concepts, not only 
from the end which is economic good, but from the means to be 
employed in the attainment of the end. Those means, to be 
ciOTifirant for India, have to conform to the values of the Indian 
tradition. One feature of that tradition may be recalled. At widely 
/t iffe r ftnt times and in widely different parts of the country there 
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have arisen religious leaders in India whose aim was spiritual 
good and whose endeavour it was to place within the reach of 
all the means of achieving such good. Each such effort was non- 
violently conceived and non-violently conducted ; it had the 
appeal and motive force of a mission; and, not infrequently, its 
organization bore signs of careful forethought and attention. 
Essentially the same means, employed in the ptirsuit of economic 
good, have perhaps this difference, that they hold greater promise 
of attaining the object postulated. For one thing, there is notliing 
yet in human history to disprove — just as there is nothing in it 
yet to demonstrate — ^that economic welfare in its highest sense 
cannot be achieved, even where it is most lacking, by the planned, 
deliberate and organized effort of a Government, relentless as to 
purpose but not ruthless as to means, provided the effort is not 
only emotionally impelled but is scientifically guided. In this 
latter aspect, a whole apparatus of technique, knowledge and 
research, comparatively recent and painstakingly accumulated, 
is available to Governments, if only they will make use of it, 
through the development of the social sciences of economics and 
sociology and of the science no less than art of public adminis- 
tration. It is irrelevant whether economic good is or is not a lesser 
objective than spiritual good. The fact remains that economic 
good is the hipest practicable objective so far as Governments 
are concerned. In India, the process of increasing and more 
equitably distributing the economic good must, on purely rational 
grounds, be conceived in terms of rural India. The larger thesis, 
in which our concrete recommendations can fihd place only as 
a part, is that what India most needs today is a comprehensive 
and determined programme of rural regeneration which has the 
ethical impulse and emotional momentum of its highest traditions ; 
which has, moreover, the calculated design of a project that is 
scientifically conceived and scientifically organized; and which, 
above aU, attempts to render to rural India, in the economic 
realm, those opportunities for growth and fulfilment which, 
without distinction between man and man, but with especial 
compassion for the Weak and the disadvantaged, more than one 
teligious leader at more than one period of the country’s history 
arifhhpted render to the masses of India in the realm of the 
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Audit, recommendations, 245-6 
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by, 62, 70 ; financing of co-opo- 
ratives by, 70 ; financing of traders 
by, 68, 71 ; place in the credit 
superstructure, 74-5 ; recommen- 
dations, 262-3 ; role in rural credit, 
49-50, 69-70, 147, 167 
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areas, 76, 77-81 
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1 ; terms of reference of, 3 
Community Projects, 221, 234, 248, 
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level, need for, 60-1, 150, 166, 
171 
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of, 106-29, 171-5 
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Co-operative credit institutions, stabi- 
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2, 51, 108, 244, 276, 277, 278 
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plied by, 62 ; role in warehousing, 
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in First Five Year Plan on, 40 ; 
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investigation, 282-3 ; Reserve Bank 
finance for, 282 ; special diflBculties 
of, 279 , 280 ; State Bank finance 
for/278, 279; State partnership in, 
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Crop loans, 97, 100, 101, 213, 236-7 
Cultivating families borrowing from 
co-operatives, Survey data on, 93-6 
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Cultivator, annual borrowings of, 56 ; 
annual cash expenses on seed and 
manure of, 32 ; demands for credit, 
how met, 73-4 ; resources of, 72-3 ; 
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Debt relief legislation, effect on rural 
credit of, 47 ; measures relating to, 
43-4 

Department of Banking Develop- 
ment, 185, 186, 193 
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mendations, 232 
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tion, 32 ; working of, 20 
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cottage industries, 40 ; rural deve- 
lopment, 10, 11 ; rural finance, 
136 ; training of co-operative per- 
sonnel, 136 

Food-crops, total sown area under, 
14 

Foodgrains, total production of, 31 
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Gough, Kathleen, 29n 
Govemment finance, supply of, 
62 ; recommendations, 252-9 ; 
(see also under Taccavi) 
Govemment of India, role of, in the 
Integrated Scheme, 152, 153, 157, 
158, 198, 201, 204, 205, 259 
Grain banks, recommendations, 239 
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Handloom weaving, persons sup- 
ported by, 40 
Hats, 37 
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extension of, 143 

Imperial Bank and other state-asso- 
ciated banks, case for integration, 
160-3 ; importance of, in provision 
of mrk banking facilities, 139-45 ; 
need for State partnership in, 163-4 
Indian tradition, values of, 295-6 
Indigenous banker, loans from, 67 ; 

role of, in mral finance, 148 
Industrial, co-operatives, 41, 42, 155, 
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Finance, 2, 3, 130, 132, 136 
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134, 186, 230 
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basic considerations governing, 170- 
7 ; main principles of, 178-80 
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Karkhanadar, 42, 280 
Krishnan, Dr V., 26n 

Landlords, credit supplied by, 62 
Land and Society in Malabar, 26n 
i^d Improvement Loans Act, 82 
Land reforms, legislation regarding, 
46 ; effect on rural credit of, 47 
Liability, principle regarding, 90 ; 
limit^ V unlimited liability, 107, 
108 


Local bodies, investment of funds of 
196 

Maclagan Committee, 107, 120 
Mandelbaum, David G., 29n 
Mandis, 37 

Marketing co-operatives, 15, 38 ; 
working of, 20-1 

Marketing problem, general lines of 
solution of, 157-8 

Markets, malpractices in, 37, 38 ; 

regulated, 37, 38, 206. 209, 241 
Marriott, Mckim, 29n 
Mayer, Adrian C., 26n 
Milk supply societies, present posi- 
tion of, 39 ; working of, 22-3 
Miller, Eric J., 28n 
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‘ Monetized ’ areas, 76, 77-81 
Moneylender, affinity between him 
and trader, 36, 37, 124, 125 ; 
borrowings of, 67 ; credit supplied 
by, 36, 62, 63 ; nature of operations 
of, 63-6 ; rate of interest charged 
by, 66 ; role in mral credit, 49, 148, 
149, 166, 167 ; recommendations, 
260-1 

Moneylending legislation, 44-6 ; effect 
of, on mral credit, 47 ; recom- 
mendations, 261 

Multi-purpose societies, present 
position of, 89-90 ; views on, 50 ; 
working of, 18-19 
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term Operations) Fund, 182, 
183 

National Agricultural Credit (Relief 
and Guarantee) Fund, 255 
National Agricultural Credit (Stabi- 
lization) Fund, 182, 183, 257 
National Co-operative Development 
and Warehousing Board, 158, 225 ; 
recommendations, 198-204 
National Co-operative Developmcmt 
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39 

National Warehousing Develop- 
ment Fund, 203-4 
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Officialdom, 26 
Orientation, rural, 286, 287 

Pawnshops, 48, 166 
Personnel, ri^t selection of, 247, 
248 ; recommendations, 242-3 
Population, rural and urban, 9-10, 
13 

Poultry farming, 40 
Preliminary Report (of Reserve Bank), 
109 

Primary land mortgage banks, 90 ; 

recommendations, 238-9 
Primary marketing societies, recom- 
mendations, 239-41 

Private enterprise in relation to 
planning, 285-6 

Processing, co-operative societies for, 
35 ; general lines of solution of 
problem of, 157, 158 ; working of 
societies, 21-2 

Processing plants, compulsory acqui- 
sition of, 203 ; licensing of, 203, 
225 

Quasi-government institutions, in- 
vestment of funds of, 196 

' Rationing ’ of loans, 237 
Regional co-operative training centres, 
137, 248, 249, 250 

Registrar of Co-operative Societies, 
recommendations, 244-5 
Relatives, credit supplied by, 62, 63 
Remittance facilities, 135, 262, 268 
Report of the Central Board of 
Directors (Reserve Bank), 130 
Report of the Economist for Enquiry 
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Report of the Foodgrains Investigation 
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Report on Systems of Agricultural Crg'^ 
ait and Insurance, 58n 
Research, recommendations, 270# 
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Reserve Bank, as banker to State 
Gpvemmpnts, 136, 144-5, 184 ; 
crucial importance of role in 
rural credit, 181 ; difficulties in 
the way of fuller role in rural 
aedft, 137-8, 146, 151-2 ; finance 
provided to state cd-bperative banks, 
13^ ; polky rcgarcfing purchase of 


debentures, 132, 222, 267 ; recoal 
developments in its activities in 
the sphere of rural credit, 131-7 ; 
recommendations, 181-8 ; role in 
credit development of industrial 
co-operatives, 282 ; role in rela- 
tion to financing of cottage 
industries, 155, 282 
Reserve Bank of India Act, recent 
amendments to, 130-1 ; sug- 
gested amendments to, 184, 185 
Responsiveness to rural needs, 291“ 
2 

Roads, 16, 33, 277 

Royal Commission on Agriculture 
in India, 26n, 50, 109 
Rural Banking Enquiry Committee^ 
2, 50, 130, 135, 142, 143, 144 
‘ Rural bias’ , 248 
Rural debentures, 222, 267 
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played by traders, 36 ; prepon- 
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Special development debentures, 
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other state-associated banks*) 
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state Bank of India, recommenda- 
tions, 189-97 ; relations with the 
co-operative movement, 194-7,222; 
role in the financing of cottage 
industries, 278 ; training of per- 
sonnel of, 196-7, 251 
State co-operative banks, co-ordina- 
tion with central land mortgage 
banks, 214-15, 220 ; loan operations 
of, 87 ; present position of, 87 ; 
recommendations, 216-17 ; State 
participation in share capital, 87> 
101, 133, 167, 168 ; urban bias ofi 
117 

State Co-operative Development 
Fund, 258 

State co-operative marketing socie- 
ties, recommendations, 223-5 
State financial corporations, 41, 281 
State Governments, role of, in the 
Integrated Scheme, 151, 157, 

158,211, 212,258, 259 
State Warehousing Companies, 

' formation of, 199 ; recommenda- 
tions, 206-8 

Statutory Report (of Reserve Bank), 
109, 118 

Storage . 

(see under ‘ Warehousmg ) 
Sub-divisional level, 163, 194, 195, 
208, 230-1 

* Subsistence ’ agriculture, 55 
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15,73.76, 77-81 ^ . 

Superstructure of banking, m relation 
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Taccavi, defects of the system of, 82, 
83-5 ; recommendations, 254-5, 257- 
8 

Tardy, Louis, 57 
Technical Report, The, 1 
Tenancy Laws, review of, 218 
Trader, credit supplied by, 36, 62, 

63 ; recommendations, 261-2 ; 
role in rural credit, 147-8 ; sale of 
produce to, 36 

Training, recommendations, 247-51 
Transport co-operatives, 278 

Urban banks, recommendations, 
231-2 

Urban economy, forces of, 173, 174 ; 

ingrained attitudes of, 175 
Urban-mindedness, 123 
‘ Urbanization impact of, 172 
Urgency of action, need for, 7-8 

Vegetable and fruit growers societies, 
32 

Village leadership, 25, 124, 174 
Village studies, 26-30 
Voluntary principle in Co-operation, 
50,51 

Warehousing, Acts relating to, 34 ; 
compulsory acquisition of ware- 
houses, 206 ; enquiry by the Reserve 
Bank into position of, 34 ; lack 
of progress in the sphere of, 33, 
156; lines of solution of problem of, 
157 ; licensed warehouses, 34 ; 
role of co-operatives in, 208, 209 ; 
training of personnel, 209, 251 
Weaker sections, welfare of, 284, 285 



